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Liditortal Comment 


MALGAMATION of the two national organiza- 
tions of public accountants—the American In- 
stitute of Accountants and the American Society of 
Certified Public Accountants—seems to be assured. 
This union of the two societies is expected to bring 
under one roof from four thousand to forty-five 
hundred public accountants, most of whom hold 
certificates from the various states. 

Mention of this number of public accountants 
gives rise to interesting comparisons which may be 
made between the number of public accountants, 
and the number of controllers in fact, in the United 
States. Use of the term “controllers in fact’ is made 
because not all men who are performing the com- 
monly accepted duties and carrying the usual re- 
sponsibilities of a controller, have been given the 
title controller, or comptroller. 

The best information that can be obtained is that 
there are not one-half as many men of controllership 
grade in the United States as there are public ac- 
countants. In fact, there may not be one-third as 
many controllers as there are public accountants. In 
reaching this conclusion the fact is taken into con- 
sideration that small corporations and even many 
which might be described as of medium size, do not 
have controllers, or any one person in each corpora- 


tion designated to perform exclusively the usual 
duties of a controller. 

The controllership function then, it appears, is 
one which is recognized widely and enjoyed by the 
large, and large-medium, corporations, almost ex- 
clusively—a natural condition when the difference 
in the scope of the responsibilities of controllership 
of a small company and that of a large company is 
taken into consideration. 

Public accountants find a wider field of work with 
small and medium-sized companies than they do 
with large companies. Because of their comparative 
smallness they find it possible to make more detailed 
audits and to supervise the accounting procedures of 
small companies to a greater degree than they can 
possibly do with large companies. Thus, the large 
number of small companies calls for many more 
public accountants than controllers. Then too an 
accounting engagement with a large company, hav- 
ing one controller, may call for the services of scores 
of public accountants. 

It is to be regretted that it is not possible as yet to 
make a more accurate and satisfying estimate of the 
number of men of controllership grade in the United 
States—men equipped to perform the many duties 
for which controllers are responsible in addition to 
supervision of accounting and auditing. 
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Managed Currency, or Return to Gold 
Standard, Two Courses Open 


Secretary of Treasury Already Has Placed Country on Managed Currency Basis Interna- 
tionally by His “Twenty-four Hour’ Pronouncement—Meaning and Significance of Cur- 
rency Devaluation A ppraised—A ddress by Dr. WALTER E. SPAHR, Monetary Economist. 


A‘ inter pretation of the latest mone- 
tary moves by the United States 
and other countries was given by Dr. 
WALTER E. SPAHR, secretary-treasurer 
of the Economists’ National Commit- 
tee on Monetary Policy, and Chairman 
of the Department of Economics of 
New York University, at a meeting of 
members of the New York City Con- 
trol, of the CONTROLLERS INSTITUTE 
OF AMERICA, October 29. Dr. Spahr 
devoted a portion of his time to de- 
scribing devaluation of currencies 
abroad, and to the international, and 
domestic, effects of those moves. The 
summary of Dr. Spahr’s views as to 
probable, or possible, coming moves 
by the United States government is 
exceptionally interesting. 
—THE EpIrTor. 


We are experiencing significant 
changes in the field of money. Just 
where they will lead us remains to be 
seen. The government has not an- 
nounced the destination of this nation 
in monetary matters since the Presi- 
dent’s early announcements to the ef- 
fect that he proposed to give this coun- 
try a dollar of stable purchasing 
power. That assertion was _ inter- 
preted to mean that the President pro- 
posed to lead this nation into a man- 
aged currency or commodity dollar 
scheme—a scheme condemned as un- 
sound by a great majority of the repu- 
table monetary economists. Whether 
the President and his advisers still 
have this plan in mind, we do not 
know. During the last two years the 
public has been kept in the dark as to 
what the present government proposes 
to do with our currency system. Why 
it has done or should do this certainly 
is not clear. Many people suspect that 
the government has no plan and does 
not know beyond twenty-four hours 


just where it is going. Some people 
fear that the government may have in 
mind a plan which it does not deem 
it expedient to reveal to the public at 
this time. 

We are not only in the dark as to 
where we are headed in currency mat- 
ters, but a large proportion of our 
people do not understand the nature 
of the path we have traveled thus far 
nor the position we occupy at present. 
To appreciate the future possible or 
probable developments which await 
us, we must examine briefly the road 
we have traveled, the position we find 
ourselves in now, and the significant 
events which tend to throw some light 
on what we may expect in the future. 


CHRONOLOGY OF RECENT EVENTS 

A brief chronology of recent events 
will show in a sketchy manner the 
road traveled of late by ourselves and 
certain other countries. 

(1) On September 21, 1931, Eng- 
land was forced off the gold standard 
because of the exhaustion of her gold 
reserves. Other countries followed her 
almost immediately and formed the so- 
called sterling bloc or sterling area 
countries—composed of that group of 
countries which linked their cur- 
rencies to the paper pound sterling. 

(2) In March, 1933, we suspended 
specie payments because of the clos- 
ing of the banks. 

(3) By a series of executive orders 
in March and April gold was nation- 
alized. 

(4) On May 12, 1933, the Thomas 
Inflation Amendment to the Agricul- 
tural Adjustment Act was passed. Un- 
der this law the President is able to 
urge the Federal Reserve banks to 
purchase government securities in the 
open market and to hold $3,000,000,- 


000 of government securities in addi- 
tion to the amount they now hold 
($2,430,000,000). If this huge ex- 
pansion of credit should deplete the 
reserves of the Federal Reserve banks, 
this fact may be ignored. Nor are in- 
terest rates to be increased automati- 
cally if reserves are depleted, and an 
undue expansion of credit by the Fed- 
eral Reserve banks must wait upon the 
approval of the Secretary of the Treas- 
ury before it may be controlled. This 
Act also enables the President to con- 
vert $3,000,000,000 of United States 
securities into greenbacks (fiat money). 
It authorizes him to fix by proclama- 
tion the weight of the gold and silver 
dollars and to institute bimetallism 
should he so desire, despite the fact 
that no nation in the world today has 
or could maintain a bimetallic currency 
system. (The powers to change the 
weight of the gold and silver dollars 
are by the Gold Reserve Act of 1934 
to expire on January 30, 1937.) It 
gave him power to issue over-valued 
silver certificates for such silver as he 
might decide to purchase. It gave him 
power to reduce the weight of the 
silver dollar and subsidiary coins in 
the same proportion that he reduced 
the weight of the gold dollar. This 
law and the Gold Reserve Act of 
1934, to be mentioned below, are the 
chief laws now controlling our gov- 
ernment with respect to currency 
policies. Any one who knows what 
constitutes a good monetary system 
realizes how dangerous the provisions 
of this law are. It hangs like the 
sword of Damocles over our heads, 
and we shall not be safe until the law 
is repealed. 

(5) By a Joint Resolution of Con- 
gress, approved June 5, 1933, the gold 
clause in contracts was annulled. 
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(6) On October 22, 1933, the War- 
ren gold buying scheme was instituted 
for the purpose of driving down the 
value of our currency in foreign ex- 
change—that is, by raising the paper 
money price of gold—on the theory 
that this would raise our domestic 
prices, and that a rise in prices brought 
about in this manner was desirable. 
This continued until January, 1934. 

(7) On January 30, 1934, Con- 
gress passed the Gold Reserve Act 
which constitutes one of the most basic 
laws at present controlling our cur- 
rency system. This Act, among other 
things, transferred all gold to the 
United States government; prohibited 
further coinage of gold; stopped re- 
demption of currency in gold; placed 
a time limit on the President's power 
to change the weight of the dollar 
(January 30, 1937); authorized the 
Secretary of the Treasury to purchase 
gold at such rates as he sees fit to 
employ; and provided for the stabili- 
zation fund until January 30, 1937. 
Most of this Act expires on January 
30, 1937, and thus we must look for- 
ward to more currency legislation in 
January. 

(8) On January 31, 1934, the Pres- 
ident devaluated the dollar by approxi- 
mately 41 per cent.-—the first time its 
weight had been changed since 1837. 
The Stabilization Fund was created at 
this time. 

(9) On June 19, 1934, Congress 
passed the Silver Purchase Act accord- 
ing to which our supply of silver cur- 
rency was to be made to equal one- 
third the gold supply. 

(10) On August 9, 1934, silver 
was nationalized. 

(11) On September 25, 1936, our 
Secretary of the Treasury announced 
the tri-parte agreement with England 
and France in which it was asserted, 
among other things, that efforts were 
to be made by these countries to sta- 
bilize their international exchanges. 

In conjunction with this agreement 
the following steps were taken by var- 
1ous countries: 


(a) On September 26, Belgium de- 
clared its adherence to the broad 
policies stated in the tri-parte agree- 
ment. 


(b) On September 26, France sus- 
pended specie payments and left 
the gold standard. On October 1, 
Parliament authorized the French 
government to fix the gold content 
of the franc at not less than 43 nor 
more than 49 milligrams .9 fine— 
that is, between approximately 65.6 
and 74.8 per cent. of the previous 
parity. Provisionally the gold con- 
tent of the franc was reduced to 
74.8 per cent. The arrangement 
permits the franc to fluctuate be- 
tween 4.35 cents and 4.96 cents. 
This compares with the preceding 
parity of 6.62 plus cents. A stabili- 
zation fund was created out of the 
surplus gold obtained by devalua- 
tion. 

(c) On September 27, the Nether- 
lands left the gold standard, a sta- 
bilization fund was to be established 
by the sale of securities, but she has 
not yet fixed the gold value of her 
florin. 

(d) On September 28, Switzer- 
land left the gold standard, directed 
the Swiss National Bank to main- 
tain the gold parity of the Swiss 
franc between 190 and 215 milli- 
grams fine gold—that is between 66 
and 75 per cent. of the preceding 
gold parity of 32.62 cents. 

(e) On October 6, Italy devaluated 
the lira 41 per cent., thus restoring 
it to the same relationship to the 
dollar that prevailed before we de- 
valuated—-that is, it was returned 
to a value of 5.26 cents as compared 
with a preceding 8.89 cents. 


(12) On October 6, the President 
indicated at a press conference that he 
would ask Congress for an extension 
of time for the Presidential power to 
devaluate the dollar further. This 
power, granted under the Gold Re- 
serve Act of January 30, 1934, expires 
on January 30, 1937. 

(13) On October 12, Secretary 
Morgenthau announced that he had 
put the United States on a twenty- 
four hour basis with respect to the 
value of our dollar in foreign ex- 
change, and thus took the United 
States off an international gold stand- 
ard, substituting for it a managed in- 
ternational currency. 


The Controller, November, 1936 297 


MEANING AND THEORY OF CuR- 
RENCY DEVALUATION 


Before attempting to appraise the 
meaning of the most significant of 
these events, perhaps we should pause 
for a moment to examine the meaning 
of currency devaluation and the theory 
underlying it. 

Devaluation means the legal adop- 
tion of a standard monetary unit of 
less weight than formerly prevailed. 
For example, our government pro- 
ceeded to raise the paper money price 
of an ounce of pure gold from the 
base price of $20.67 to approximately 
$35 per ounce in accordance with the 
Warren monetary theory to the effect 
that if we cheapen (offered more of) 
our paper money in foreign exchange 
for gold our price level would rise. 
On January 30, 1934, we legally fixed 
the value of our dollar at $35 per 
ounce of pure gold. 

What did this change mean? When 
we were on a gold standard an ounce 
of pure gold (weighing 480 grains) 
would coin up into $20.67 because the 
legal weight of the pure gold in our 
standard gold dollar was 23.22 grains 
—thus, Pi ae 20.67. When we 

235.22 
decided to coin these 480 grains into 
$35, we consequently fixed the weight 
of the gold dollar at 13.714 grains— 


that is, = = 13.714, or 155/21 
grains in our standard gold dollar 
which is nine-tenths fine. In this 
manner we devaluated our dollar by 
approximately 41 per cent., of, as 
popularly stated, we adopted a 59- 
cent dollar. 

The chief purpose was to raise our 
domestic prices and, to some extent, 
to increase our exports. 

The effects on our price level are so 
complicated that I shall not try to 
explain them here except to say that 
there is no known or traceable rela- 
tionship between a given percentage 
of devaluation and the resulting be- 
havior of the price level. The effect 
shows itself directly on foreign ex- 
change rates. The legal exchange 
rates (parities) between our new dol- 
lar and foreign gold currencies were 
so changed that it cost 69 per cent 
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more of our lighter dollars to pur- 
chase the same amount of gold that 
our gold dollars formerly purchased— 
that is, it required 169 per cent. of 
the lighter 59-cent dollars (= or 
1.69 a This is the same as erecting 
a tariff of 69 per cent. against im- 
ports of foreign goods. The cost of 
foreign traveling was correspondingly 
increased. 

The French franc which had cost 
3.9134 cents, cost 6.62 cents after 
our devaluation, and the British pound 
would have cost $8.23 instead of $4.87 
had it not slipped from its moorings 
in September, 1931, and depreciated at 
approximately the same rate as the 
American dollar. 


REDUCED GOLD VALUE OF DEBTS 
Owep Us 


The increased cost to our importers 
of 69 per cent. at the same time gave 
foreign importers an advantage of 41 
per cent.—that is, in reducing the gold 
value of our dollar by 41 per cent. it 
costs the foreigner 41 per cent. less 
to purchase our dollars. We thus auto- 
matically reduced by 41 per cent. the 
gold value of the debts owed us by 
foreigners. We increased by, 69 per 
cent. the burden of all debts owed 
by us to foreigners. 

Our domestic debtor-creditor rela- 
tionships were unchanged, because all 
debts were made payable not in gold 
but in paper dollars. The profit from 
this cheapening of our dollar went to 
the government and could have been 
used to reduce the burden of the gov- 
ernment’s debt to our people by that 
amount—$2,800,000,000. But the gov- 
ernment did not use this fund to 
reduce its debt. About 800 million 
dollars went into the general funds 
of the Treasury and was spent; the 
other 2 billion dollars went into the 
Stabilization Fund used by the Treas- 
uty to deal in foreign exchange and 
government securities. 

The effects of our devaluation of 
the dollar on foreign trade are too in- 
tricate to trace here. It must suffice 


to say that a devaluation by one coun- 
try is supposed to put at a disadvantage 
in foreign trade (ignoring counteract- 


ing tariffs) those countries which have 
not devaluated. This is because nations 
stress as a measure of their prosperity 
the units of goods exported. For ex- 
ample, after we devaluated our dol- 
lar, we in effect insisted upon selling 
the foreigner the same amount of our 
goods for 40 per cent. less of his 
money (in gold) but perhaps for the 
same amount of paper money; and we 
gave ourselves the privilege of paying 
him 69 per cent. more of our dollars 
for the same amount of his goods. 

In the case of goods, such as wheat, 
sold in foreign markets at prices de- 
termined abroad, and in terms of for- 
eign currencies, there would be a tend- 
ency for our exporters to obtain more 
of our dollars for their exports, since 
the same amount of pounds or francs 
would yield more dollars. 


FRANCE FoLitows Suit 

Since France could not sell us her 
goods so easily after we had devalu- 
ated, she felt hurt and less prosperous, 
so she is going to devaluate too—per- 
haps about 30 per cent. She will then 
have the privilege of selling us more 
of her goods for 30 per cent. less of 
our money, and her imports from us 
will cost her 43 per cent. more 
(= oe 1.43) than previously. But 
to counteract somewhat the effect of 
her imports she is reducing her tariffs 
about 20 per cent. 

The fact that France, Switzerland, 
Holland, and Italy have devaluated or 
will devaluate their currencies illus- 
trates the old lesson that once a few 
countries start on the primrose path of 
devaluation other countries will fol- 
low—and they will keep up the game 
until international stabilization halts 
the crazy efforts to see who can give 
away the most goods for the least gold 
money in return. . 

It is widely supposed that the tri- 
parte agreement means that interna- 
tional stabilization of the currencies is 
involved in the near future. 

This may be true. On the other 
hand the Secretary of the Treasury has 
taken us off the gold standard interna- 
tionally, and there are good reasons 
for fearing that this is a step toward a 
managed paper currency system. 





POSSIBLE MEANING OF THE TWENTY- 
FOUR Hour CURRENCY PROGRAM 

Just what may be the possible mean- 
ing of this twenty-four hour currency 
program announced by Secretary Mor- 
genthau on October 12? He described 
the arrangement as “a new type of 
gold standard.” He stated that here- 
after this country would be operating 
on a twenty-four hour management 
basis of the currency exchange rates 
not only with England and France, but 
also with any other countries that may 
desire to participate. 

This new plan has features that re- 
quire clarification. When our country 
is on a gold standard, the number of 
gold dollars in an ounce of gold is 
fixed by law—as, for example, at $35 
per ounce. We had supposed that we 
were on a somewhat restricted gold 
standard internationally (but on an in- 
convertible paper standard internally) 
until this new announcement appeared, 
for the reason that on January 31, 
1934, the price of a fine ounce of 
gold in international exchange was 
fixed at $35. 

Now, according to this new plan, 
the selling price of an ounce of gold 
is to be on a day-to-day basis. It be- 
gins with a price of $35 per fine ounce 
plus a one-quarter per cent. handling 
charge, ‘until further notice.” Ac- 
cording to reliable press reports as to 
the Secretary’s statements regarding 
this new policy, he pointed out that 
“if at any time it appeared that the 
domestic situation was being put at a 
disadvantage the Treasury would feel 
at liberty to take appropriate action.” 

What is this ‘appropriate action?” 
Apparently it refers to changing the 
price of gold—and this includes the 
paper money price of gold. 

The Secretary is also reported to 
have said that “the purchase and sale 
price of gold may fluctuate,” and that 
“this could be accomplished under the 
law without further devaluation of the 
dollar.” This means that the price of 
gold is to be juggled by the Secretary 
as he sees fit, within the limits of the 
Gold Reserve Act of January, 1934. 
It also means that our paper money 
will be at a discount or premium in 
terms of gold in accordance with the 
Secretary’s discretion. 
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As a matter of fact the wording 
of one section of the Gold Reserve 
Act is such that it seems possible 
that the Secretary could continue to 
change the price of gold as he sees fit 
even after January 30, 1937. I refer 
to that section of the law which au- 
thorizes him to purchase gold “at such 
rates and upon such terms and condi- 
tions as he may deem most advan- 
tageous to the public interest; any 
provision of law relating to the main- 
tenance of parity .... to the con- 
trary notwithstanding.” This provision 
of the law can prove to be exceedingly 
significant. It offers possibilities that 
are not pleasant to contemplate. 


ARE WE HEADED FOR A MANAGED 
CURRENCY ? 


For some time monetary economists 
have attempted to warn the people of 
this country that there is a movement 
on foot to place us on a managed pa- 
per currency system, and that this 
Administration might slip such a plan 
over on the people before they could 
be informed as to what it is all about. 

It seems quite probable that the 
plan announced by the Secretary of the 
Treasury on October 12 constitutes a 
definite step in that direction. 

Many people have looked upon the 
international agreement among Eng- 
land, France, and the United States as 
a move toward a return to an interna- 
tional gold standard—and the Chan- 
cellor of the Exchequer in England 
announced that England expected to 
return to a gold standard. But under 
the cover of that international agree- 
ment our country has been taken off 
what we supposed was a fixed price 
for our gold internationally; now we 
do not have even that reassuring fea- 
ture of an international gold standard. 

We are now on an internationally 
managed standard with the possibility 
that there will be fluctuations both in 
the weight of our gold dollar and in 
the paper money price of gold. This 
new plan can and may be the entering 
wedge by which this nation can be 
slid into a dangerous commodity dol- 
lar or managed paper money scheme. 
The Secretary himself wittingly or un- 
wittingly revealed that he thinks he 


has taken us off an international gold 
standard, for he is quoted as saying 
that “‘we will do business with France 
and Great Britain on a twenty-four 
hour basis . . . . otherwise we would 
be slipping back to the old gold stand- 
ard.” 

It certainly seems clear that the 
American people are entitled to know 
just what the Administration’s plans 
are with respect to our monetary sys- 
tem. If this government is leading 
this nation into a managed paper 
money system it should be candid 


about the matter and say so in terms 
that the public can understand. 


It should be pointed out here that 
the great majority of monetary econo- 
mists in this country oppose any such 
system as a managed paper currency or 
commodity dollar scheme. 

Despite the opposition of monetary 
experts to a managed currency or com- 
modity dollar scheme, there are small 
but aggressive groups at work trying 
to foist such a plan on this country. 
There are some who believe the Presi- 
dent, if reelected, may attempt to 
launch such a scheme. For example, 
as far back as July 4, the Whaley- 
Eaton Service said: 

“1. It is within the possibilities that 
Roosevelt, if reelected, will make a dra- 
matic move in the monetary area, almost as 
important as was the original change in the 
gold content of the dollar. In essence, 
the scheme would call for: No Price for 
Gold, but the Opening of a Free Gold Mar- 
ket, the Price of Gold To Be Determined in 
the Open Market and Varying According 
to Demand. This is in substance the plan 
advocated by the Committee for the Nation. 


“2. EXPERTS IN CONSULTATION: 
The Administration has again been in con- 
ference with their experts whose theory on 
gold was followed in changing the gold 
content. It is understood that they gave 
substantially the following opinions: 

“a. It is now inevitable that commodity 
prices will rise to reflect devaluation. It 
is probable, indeed, that the advances will 
be too pronounced for safety. Considera- 
tion should be given, therefore, to increas- 
ing the gold content. There may be no 
other way to prevent a rather alarming 
increase in the cost of living. It is prob- 
able, however, that some price indexes 
may lag on the advance, and that would 
give the opportunity for raising the gold 
content—to restore economic balance. 

“The President is without authority to 
raise the gold content above 60 cents, al- 
though he is empowered to cut it to 50 
cents. 
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“3. MONETARY MOVES: It might be 
political suicide for any President to raise 
the gold content in order to stop advanc- 
ing prices, and few Presidents would want 
the power to do so. Likewise, it is be- 
lieved to be inexpedient to change the dol- 
lar price for gold formally and officially 
at frequent intervals; or to use a com- 
modity index. It is argued, on the other 
hand, that: 

“a. The establishment of a free gold 
market would provide convertibility, in that 
anybody could buy gold with paper dol- 
lars, but that the market itself, by setting 
the price, would be establishing the proper 
value of gold daily. The Government 
would be in a position to prevent raids, 
owing to its huge holdings, and SEC 
could supervise operations and prevent 
any sculduggery. 

“b. A free gold market in the United 
States, with quotations paralleling those 
in London, would constitute a sort of ex- 
change stabilization in that a common gold 
denominator as between pound and dollar 
would thus be established. 

“c. Price stability in dollars would be 
maintained—the dollar price of gold 
rather than the dollar price of commodi- 
ties would fluctuate. 

“d. There would thus exist the ‘sound 
currency’ that the Democratic platform con- 
templated. 


“4. IMPLICATIONS: The great im- 
portance of the foregoing is too obvious 
for comment. The Government, by oper- 
ating in a free gold market, could control 
the dollar price for gold. It would thus 
enormously strengthen its control over 
credit and general financial conditions. It 
could almost automatically, day by day, 
meet any depreciation of foreign cur- 
rencies. The effect would be to institute 
much the same system as is now in vogue 
in Britain, to wit, the establishment of a 
managed currency. 

“a. Legislation would be required to put 
the suggested system into operation. 
Therefore, it is a prospect for next Win- 
ter and not of the immediate future. More- 
over, it is not indicated that any definite 
decision has been reached, nor is it thought 
likely that the plan would be definitely 
advocated during the campaign. Much 
could depend on the strength Lemke shows 
and on the business status. 

“b. The President’s authority further to 
change the gold content expires by limita- 
tion January 30, next. So does the Stabili- 
zation Fund. There will have to be quick 
legislation on the subject when Congress 
convenes. The stage would be set for sub- 
stitute legislation of the type discussed 
above. 

“5. COMMENT: It is not necessary, 
here, to discuss the wisdom of the sug- 
gested program. It features a financial 
theory that is anathema to Landon. It 
need be said, however, that the adoption 
of the plan would have a distinct infla- 
tionary influence, psychologically and in 
practice. Political pressure for the Gov- 
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ernment to bid higher and higher dollar 
prices for gold would be very great; only 
a very courageous Administration would 
dare to offer the Government's gold at 
lowering prices. Control of bids for gold, 
therefore, would require arbitrary decisions 
in the Treasury, day by day. There would 
be danger of a currency war developing. 
There would be constant temptation for an 
Administration to take more gold ‘profits’ 
by running up the price and thus tem- 
porarily avoid imposing higher taxation. 
The important thing is this: Further ex- 
perimentation with gold is in the picture.” 


LATER COMMENT 


On July 25 the Whaley-Eaton Serv- 
ice said further: 


“2. A summary of important Adminis- 
tration thought, the significance of which 
is obvious, follows: 

“a. Roosevelt’s hands are absolutely free 
as to monetary policy, and he owes no al- 
legiance whatever to any group of bankers. 
Therefore, if reelected, he can and prob- 
ably will recommend—and be able to put 
through Congress—legislation which will 
finally give the nation a uniform banking 
system. 

“tb. Roosevelt would also be able to go 
forward with a managed currency, feeling 
his way as world affairs get straightened 
out and the lessons taught by the ex- 
perience of other countries in currency 
management are better understood. 

“c. Roosevelt would definitely abandon a 
foolish and disturbing silver policy. He 
was never in favor of it, anyway. 

“d. When it is determined what the 
French will do and a de facto interna- 
tional currency stabilization becomes feasi- 
ble, it will be possible for Roosevelt to 
establish a free gold market, if that seems 
advisable. If not advisable, a study could 
be made as to whether or not the dollar 
is undervalued. If so, the price of gold 
would be changed to bring the dollar into 
line with contemplated de facto interna- 
tional stabilization. 


* * * 


“4. It is news that the Administration 
contemplated another Bank Act in 1937 
and that its main purpose will be central- 
ization of banking, under a unit system, 
supervised by Washington. Nevertheless, 
that is precisely the kind of banking sys- 
tem required by the New Deal. The fight 
for unit banking has been under way for 
many years, having begun long before there 
was a New Deal, but the idea happens to 
fit snugly into New Deal plans. Pro- 
ponents of the dual system are already 
becoming active. They showed their power 
at the last annual convention of the Amer- 
ican Bankers Association. Administration 
elements, of course, have no right to speak 
for Landon, who will do his own talking. 
There are very powerful elements in the 
Republican party in favor of unit banking. 


It now appears that each candidate will 
be forced to state categorically his posi- 
tion on State banking. 

“5. It has been previously stated in these 
advices that the Administration was con- 
sidering the feasibility of establishing a 
free gold market. It may be taken for 
granted that Roosevelt, if reelected, will 
make financial moves along the lines here 
discussed shortly after the new Congress 
assembles.” 


Now ON MANAGED CURRENCY BASIS 
INTERNATIONALLY 


Entirely apart from the Whaley- 
Eaton statements we must bear in mind 
two things: One is that this govern- 
ment has done nothing to indicate that 
it may not be leading this country into 
a managed paper currency system. The 


‘other thing to be considered is that 


the Secretary of the Treasury has al- 
ready placed this country upon such a 
basis internationally, and the Presi- 
dent’s statement of October 6 to the 
effect that he intended to ask Congress 
for an extension of his powers to de- 
value the dollar. 

It seems clear beyond the shadow of 
a doubt that either of two things can 
happen. We may be headed back to a 
gold standard, or we may be headed 
toward a managed paper currency 
scheme. 

It also seems that the people are 
only beginning to wake up to the 
possibilities that the latter may be 
awaiting us. A few of our better 
financial writers have been attempting 
to arouse the public to an awareness of 
what is going on. Mr. George E. 
Anderson, who writes regularly for 
the magazine Banking and for the 
New York Herald Tribune, recently 
has most aptly pointed out in the 
Tribune (October 25) that the full 
implications of the powers given the 
President and his Secretary of the 
Treasury, under these Acts of 1933 
and 1934, have never been appre- 
ciated. In part he said: “Under the 
powers given the Secretary of the 
Treasury there is no phase of money 
or credit which that officer cannot con- 
trol through the use of his extraordi- 
nary powers and the manipulation of 
the two billion dollar stabilization 
fund. . . . The worst feature of this 
tremendous new power of the gov- 
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ernment is that it is exercised in se- 
cret. . . . The fact is that voters may 
not know what has happened to them 
until long months after the effects are 
registered. 

“Discussion of a possible trend to- 
ward a dictatorship in the United 
States is rather academic in view of 
the fact that we already have it if, as, 
and when it is exercised. . . . There 
seems to be an impression among some 
businessmen that because these powers 
and this dictatorship have been exer- 
cised so infrequently so far they may 
not be exercised in a material way at 
all. How mistaken this idea really is 
will be more fully appreciated when 
the full effect of the new gold policy 
is brought to book.” 

I think Mr. Anderson is quite right 
about these matters. And we should 
not forget, in connection with this 
possible financial dictatorship, that, as 
he points out, ‘few of the emergency 
powers of the President have been te- 
placed or are in abeyance in spite of 
the claim that the emergency had 
passed.” 

The people of this country must 
watch closely the steps in the field of 
currency that will be taken by the 
government in the near future, be- 
cause they are certain to be of great 
significance to all of us. They will be 
so significant that we dare not be off 
our guard. 

A striking commentary on the events 
of the last four years is revealed in 
the fact that we have learned that to 
our daily cares must be added the ne- 
cessity of constantly watching our 
government in matters relating to our 
currency. 

Our monetary problems will not be 
solved properly until a National 
Monetary Commission, comprised of 
eminent and experienced men, is ap- 
pointed to study our problems care- 
fully and to draft laws which will give 
this country the best that is known in 
money and banking. 

Our immediate task, therefore, is to 
do these two things: (1) watch our 
government constantly in matters in- 
volving our currency, and (2) urge 
the appointment of an expert commis- 
sion to draft model money and bank- 
ing laws. 





nay 


Our 
our 


be 
nal 
of 


ire- 
rive 
| in 


> to 
our 


rge 
nis- 
nk- 





Utility Company Accounting Problems 
May Become Those of All Industries 


Accounting Classifications Prescribed by Regulatory Commissions Constitute Major 
Problem of Utilities, Accounting or Otherwise—Greatest Responsibility of Institute Is 
To Maintain Integrity of Corporate Accounts of Industry—Paper by Francis J. BRETT. 


HE author of this paper, Mr. 

FRANCIS J. BRETT 7 vice-presi- 
dent and controller of Niagara Hud- 
son Power Corporation. He is chaw- 
man of the Special Committee on The 
Public Utility Act of 1935, of THE 
CONTROLLERS INSTITUTE OF AMER- 
ICA. The paper was presented on 
October 6, 1936, at the Fifth Annual 
Meeting of The Controllers Institute 
of America. 

Maintenance of the integrity of the 
corporate accounts of industry is de- 
scribed by MR. BRETT as the greatest 
responsibility of THE CONTROLLERS 
INSTITUTE OF AMERICA. His review 
of the course of regulatory orders hav- 
ing to do with accounts of utility com- 
panies, is exceptionally interesting. 
His query as to whether the imposing 
of uniform systems of accounts on all 
industries will come next, also gives 
controllers much food for thought. 
This paper is well worth careful read- 
ing. —THE EpIror. 

The subject which was selected for 
me to discuss is “Accounting Problems 
of a Privately Owned Public Utility 
Company.” You will also observe in 
the description which immediately fol- 
lows the title on the program that my 
discussion is to deal with our prob- 
lems generally and with reference to 
how they differ from the problems of 
a government owned enterprise. 

Now as a matter of fact when I first 
undertook the job of preparing for 
this occasion I knew what the title of 
my talk was to be. I did not, however, 
know how the description would read 
until the printed program reached my 
desk. That is of no particular impor- 
tance, however, since I am going to 
talk about only one problem, whereas 
the title suggests more than one, and 
I shall not attempt to compare that 


problem with any which a govern- 
ment owned enterprise might have, so 
therefore I shall be out of step with 
both the title and the description. I 
have taken this liberty because I am of 
the opinion that it would be of far 
greater interest to the members of this 
Institute to compare what I regard as 
our major accounting problem with 
what might very well become the 
major accounting problem of all other 
industry; then, if I may, I shall try to 
point out the part which this Institute 
might play in such an eventuality. 


PRESCRIBED ACCOUNTING CLASSIFICA- 
TIONS MAJOR PROBLEM 
Obviously we have a great many 
accounting problems in the public 
utility industry, but by far the greatest 
with which we are faced is the matter 
of the accounting classifications which 
are being prescribed by regulatory com- 
missions. That is unquestionably our 
major accounting problem. As a mat- 
ter of fact it is one of the major prob- 
lems of the industry, accounting or 
otherwise. As practically all of the 
operating companies of the system with 
which I am connected, with one or 
two exceptions, are located in the State 
of New York, I shall confine my re- 
marks to the situation as it exists in 
that state, believing it to be fairly typi- 
cal of the situation in other states. 
The first uniform systems of ac- 
counts prescribed by the Public Serv- 
ice Commission for electric and gas 
corporations in the State of New York 
went into effect January 1, 1909, ex- 
actly four months to the day after my 
name was placed on the payroll of a 
public utility corporation. The electric 
and gas utilities of the State of New 
York, therefore, have been following 
uniform systems of accounts for a 
period of about twenty-eight years, 


and as I have spent all of that period 
of time, that is from 1908 up to now, 
in the financial and accounting end of 
the public utility business I feel that I 
may say with some degree of justifica- 
tion that I am somewhat familiar with 
corporate accounting as it has been 
done under state regulation. 


ACCOUNTING PROCEDURE SHOULD 
Fir BusINEss 

I feel also that I may say with some 
degree of justification that during that 
period I have learned through prac- 
tical experience that the accounting 
procedure to be followed by either 
your business or mine should be de- 
signed to fit the business and that it is 
costly, to say nothing of being foolish, 
to attempt to fit the business to the ac- 
counting procedure. That is not all I 
have learned in the past twenty-eight 
years. Perhaps the most important 
thing of all is that accounting is a 
science which, like most others, re- 
quires a great deal of time and study 
if it is to be understood. It is un- 
fortunate that more people have not 
spent at least enough time on the sub- 
ject to learn that simple truth, and 
also to be able to distinguish the dif- 
ference between general accounting 
and statistical or cost accounting. 


First UNIFORM CLASSIFICATIONS 


Now I should like to begin by tell- 
ing you something about these first 
uniform systems or classifications. 
While I was of course too young and 
inexperienced to take any part in the 
preparation of the original 1908 
classifications, I know from the record 
that prior to adoption by the Public 
Service Commission a great deal of 
time and study was given to them, 
both by accountants of the Public Serv- 
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ice Commission and by accountants of 
the industry, to the end that the clas- 
sifications, when, as, and if adopted by 
the Commission of the State of New 
York, would be workable. 

Following the example set by the 
State of New York and, I believe, the 
State of Wisconsin, other states at that 
time began adopting their own uni- 
form classifications of accounts for 
electric and gas utilities. 


REVISION OF CLASSIFICATIONS IN 1922 

For many years these classifications 
differed considerably as between states, 
and in order to correct this condition 
the National Association of Railway 
and Utilities Commissioners appointed 
in 1919 a special committee to collabo- 
rate with similar committees of the 
National Electric Light Association 
and American Gas Association in order 
that these committees, working to- 
gether, might produce classifications 
to which the National Association of 
Railway and Utilities Commissioners 
might attach its approval and recom- 
mend to the various states having reg- 
ulatory commissions, its adoption. 

Several years of study were devoted 
to the uniform systems prescribed by 
the various state commissions and to 
accounting principles which had been 
adopted in general corporate practice, 
and in 1922 the National Association 
of Railway and Utilities Commission- 
ers approved a uniform system of ac- 
counts for electric utilities and a uni- 
form system of accounts for gas 
utilities. These uniform systems were 
adopted in substantially the same form 
by the Public Service Commission, 
State of New York, in 1923, and re- 
mained in effect until amended on 
March 19, 1927, which amendment, 
however, did not in any way change 
the principles of accounting outlined 
in the original 1923 classifications. 


APPROACH NATIONAL STANDARD 

Since 1922 more than a score of 
state commissions have adopted in 
substantially the same form, these two 
uniform systems of accounts. Therefore 
these systems now approach what 
might be regarded as a national stand- 
ard, and it would seem obvious that 
changes in such systems should be ap- 


proached with caution and should not 
be made unless called for by a new set 
of nation-wide conditions which would 
compel the general acceptance of those 
changes throughout the country. 


PROPOSED CLASSIFICATIONS 

In spite of that, however, in 1933 
the Public Service Commission, State 
of New York, prescribed new and 
radically different uniform systems of 
accounts for electric and gas corpora- 
tions to become effective on January 
1, 1934. These classifications provided 
for changes in accounting principles, 
particularly those relating to fixed 
capital and depreciation accounting. 

Legal proceedings were instituted by 
most of the utilities in the State of 
New York to challenge the power of 
the Commission to jmpose certain re- 
quirements of the new classifications 
which these corporations regarded as 
unsound and confiscatory. 

As a result of that litigation the 
highest court of the State unanimously 
denied the power asserted by the Com- 
mission in various important respects 
and remitted the entire matter to the 
Commission for revision within lawful 
bounds. No further action has been 
taken by the Public Service Commis- 
sion up to date. That, briefly, is the 
situation as it now exists in New York 
State. 

FEDERAL CLASSIFICATION 

While this was going on in the State 
the Federal Power Commission, acting 
under authority granted it by the 
Federal Power Act of 1935, under- 
took the preparation of a new uniform 
system of accounts for electric public 
utilities and licensees under its juris- 
diction, and submitted to the public 
utility industry, under date of January 
11, 1936, a proposed system of ac- 
counts for electric corporations only, 
to supersede the one prescribed for 
licensees in 1922 under the provisions 
of the Federal Water Power Act. In 
the commission’s letter of transmittal 
it was stated that ‘‘suggestions with 
respect to accounting principles and 
details submitted to this commission 
on or before March 2, 1936, will re- 
ceive careful consideration. It is the 
present plan of the Commission to 
prescribe by June 1, 1936, a system of 
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accounts to become effective January 1, 
1937.” Subsequently the Commission 
extended the time in which to file com- 
ments and criticisms from March 2, 
1936, to April 1, 1936. 

The Federal Power Commission’s 
letter also pointed out that the pro- 
posed system was being given wide 
circulation and comments invited to 
the end that the system finally pre- 
scribed shall meet the needs of Federal 
and State Commissions in the regula- 
tion of public utilities. No mention 
was made of meeting the needs of the 
bondholders, stockholders, creditors, 
or the investing public, all of whom, 
according to my way of thinking, have 
an interest in the accounts of electric 
and gas corporations as vital as any 
regulatory commissions and have the 
right to expect to receive financial 
statements prepared along sound ac- 
counting and economic lines. 


STRONG PROTEST AGAINST MANY 
NEw PROVISIONS 


In spite of the fact that the account- 
ing officers could ill afford the time 
at that period of the year to devote to 
a study of a new classification, the ac- 
countants for the industry throughout 
the country studied it and on or about 
April 1, 1936 filed memoranda of 
comments, suggestions, and criticisms 
with the Federal Power Commission. 
The Accounting Committee of the 
Edison Electric Institute filed a memo- 
randum, as did a special committee of 
this Institute. The accountants of the 
entire electric industry, with few ex- 
ceptions, protested against many pro- 
visions of the proposed classification, 
but particularly the provisions relating 
to fixed capital and depreciation ac- 
counting. 

The Federal Power Commission ar- 
ranged a joint conference of its repre- 
sentatives and also invited representa- 
tives of the Committee on Statistics 
and Accounts of the National Associa- 
tion of Railway and Utilities Commis- 
sioners, at which time representatives 
of the electric utilities were invited to 
supplement their written comments, 
criticisms, and suggestions with oral 
comments, criticisms, and suggestions. 
These hearings took place in Wash- 
ington on April 13 and 14 of this 





la- 





year, at which time more than 350 
pages of testimony were given. 

In spite of all of the written and 
oral protests of the accountants of the 
industry the Federal Power Commis- 
sion made but very few of the recom- 
mended changes, and these only minor 
in character, and approved the pro- 
posed classification June 16, 1936, to 
become effective January 1, 1937. 
That, briefly, is the situation so far 
as the Federal Power Commission is 
concerned. 


NATIONAL ASSOCIATION OF UTILITY 
COMMISSIONERS PROPOSES A NEW 
CLASSIFICATION 

In the meantime the Committee on 
Statistics and Accounts of the National 
Association of Railway and Utilities 
Commissioners, under date of June 
20, 1936 put out a tentative classifica- 
tion and, as I understand it, are pre- 
pared to recommend the adoption of 
that proposed classification to the 
association when it meets in its No- 
vember convention. What the associa- 
tion will do with it I do not know, 
but if it is approved I believe some 
states will adopt it, but I also believe 
that others will not. As a matter of 
fact, I do not see how the Public Serv- 
ice Commission of the State of New 
York can adopt it in its present form, 
having in mind the decision of the 
Court. 


“ORIGINAL Cost” THEORY 

Without wishing to bore you with 
the details of these various classifica- 
tions, let me cite just one example: 

These classifications contain what is 
termed the “original cost’’ theory of 
accounting for fixed capital, and the 
classifications define “original cost’’ as 
applied to electric plant as the cost of 
such property to the person first devot- 
ing it to the public service. The pro- 
visions of the proposed classifications 
require that part of the cost of a 
capital asset acquired from a prede- 
cessor corporation or individual, re- 
gardless of when acquired, should be 
carried in one account, and part of it 
in another, if the amount paid for such 
asset was in excess of the amount paid 
by such predecessor corporation or in- 


dividual who first dedicated such asset 
to public service. 

Conversely, in the case of a corpora- 
tion acquiring a capital asset for an 
amount less than the so-called original 
cost, the provisions of the classifica- 
tions require that such original cost 
to the predecessor corporation or in- 
dividual should be charged to one ac- 
count, and if I understand it correctly, 
a credit balance carried in another. 
This accounting is further complicated 
by directing that the estimated amount 
of accrued depreciation at time of 
acquisition should also be computed 
and recorded in the accounts. This 
procedure, of course, would be a 
mathematical possibility as a statistical 
proposition, but as a matter of general 
accounting, however, it certainly would 
be an innovation, to say the least. 


Books SHOULD REFLECT COST TO 
CORPORATION 


Now we objected to that theory of 
accounting for investment in fixed as- 
sets on the grounds that the science of 
accounting has certain well-established 
principles, probably the most impor- 
tant of which is that the books of a 
corporation should reflect the cost of 
property to that corporation, such cost 
to be measured either by the cash ac- 
tually paid or the fair value of the 
consideration paid in lieu of cash. 

We contended that such a procedure 
would completely destroy the value of 
a property record and so far as we 
could determine or foresee, serve no 
useful purpose, at least so far as the 
corporate accounts were concerned, 
and would unduly complicate the day 
to day bookkeeping to such an extent 
that it would be extremely difficult, 
if not impossible, to keep an analysis 
of fixed assets which would be of any 
current value to the corporation what- 
soever, because it would result in mak- 
ing one estimate on top of another until 
the real facts of the situation were 
almost entirely obscured or destroyed. 

For example, one needs only to 
think of what is commonly referred to 
as our distribution systems to visualize 
the tremendous number of complica- 
tions which would result in attempting 
to follow the provisions of these classi- 
fications, even if one were willing to 
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overlook the fallacy of attempting it. 
Most corporations, particularly the 
larger ones, are companies originally 
formed by consolidation, merger, or 
purchase of other companies or their 
assets, which, in many instances, were 
in turn formed by prior consolidations, 
mergers, and so on. 

As the cities in which such com- 
panies operated grew and extended 
their limits, these companies also ex- 
tended their territories and branched 
out into the rural territories by the 
acquisition of properties. Rights of 
way, pole lines, wire, cables, trans- 
formers, substations, substation equip- 
ment, services, meters, and the like, 
were installed, changed, renewed, re- 
placed, abandoned, or dismantled, and 
so on, to take care of the ever-chang- 
ing demands of the consumers, changes 
in the art, changes and replacements 
due to obsolescence and inadequacy 
when they occurred; how much of it 
was taken care of through maintenance 
and how much through capital being 
indeterminable, which makes the pro- 
visions of these classifications in this 
respect little short of ridiculous, and 
would seem to evidence the fact that 
those responsible for the proposed clas- 
sifications were entirely unfamiliar with 
the practical aspects of the public 
utility business and were approaching 
it from a highly theoretical point of 
view, ignoring sound accounting prin- 
ciples, if not the rule of common 
sense itself. 


No PLACE FOR GUESSWORK ON 
GENERAL BOOKS 

We did not advance the argument 
that information with respect to the 
so-called original cost is of no value 
in the event of a rate controversy. We 
did, however, contend that its determi- 
nation, based of necessity on estimates 
which would be inevitably contro- 
verted, had no place on the general 
books of a corporation. Likewise we 
contended that we had no way of tell- 
ing or knowing, except by the rankest 
kind of guesswork, what amount of 
depreciation should have been accrued 
by a predecessor owner, and inci- 
dentally the New York State Public 
Service Commission’s classification in- 
cluded that feature of determining net 
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original cost, which was defined as 
meaning the original cost less related 
depreciation. 

This original cost theory was, of 
course, one of our major objections to 
these new classifications. There are 
two other major objections, namely, 
to the prescribed depreciation account- 
ing and the continuing property record 
accounting, and many others of a rela- 
tively minor character. My time being 
limited, I shall not attempt further il- 
lustration. 

CONFLICT OF JURISDICTION 


So you gentlemen I am sure will 
agree with me that the public utility 
accountants of the State of New York 
really have a serious problem to solve, 
in that we have two regulatory com- 
missions prescribing classifications of 
accounts. We also have the Associa- 
tion of Railway and Utilities Commis- 
sioners which may adopt another. Its 
adoption, however, is serious only when 
some state prescribes it by reason of 
the fact that the association recom- 
mends it. At the same time we have 
the responsibility of keeping our ac- 
counts along sound accounting and eco- 
nomic lines for the benefit of our 
security holders, creditors, and the in- 
vesting public, to the end that our 
accounts may be published along con- 
ventional lines. And I have not even 
mentioned the requirements of the In- 
ternal Revenue Department, the State 
Tax Commission, or the Securities and 
Exchange Commission, or the Stock 
Exchange, and incidentally the Securi- 
ties and Exchange Commission has 
prescribed a uniform system of ac- 
counts for holding companies and 
service companies. 

Just what the result of this rather 
perplexing situation will be I am at 
the moment unable to tell you, but the 
irony of it is that all three classifica- 
tions, that is the Public Service Com- 
mission’s, the Federal Power Commis- 
sion’s, and the National Association of 
Railway and Utilities Commissioners’, 
contain the word “uniform.” 


REGULATION SPREADING TO ALL 
INDUSTRY 
Some one might very well ask me, 
“What has all that to do with the Con- 
trollers Institute of America?” and my 


answer to that question, if it were 
asked, would be this: A few years ago 
the public utility industries were prac- 
tically the only ones regulated. Today 
this business of regulation is spreading 
in one form or another into all indus- 
try. If any person doubts the correct- 
ness of that statement, I refer him to 
the Congressional Record of the last 
two or three sessions, not to mention 
the requirements of the Securities and 
Exchange Commission applicable to all 
industry with respect to the registra- 
tion of new security issues. 

We utility people all recognize that 
a business such as ours must be sub- 
jected to regulation. We appreciate 
also that the regulating commission 
should have the right to prescribe a 
classification of accounts. As a matter 
of fact it has a legal right to do so. 
We do strenuously object, however, 
to being ordered to follow a classifica- 
tion of accounts that would sacrifice 
sound accounting principles and im- 
pose on the industry a complicated 
system of bookkeeping which would 
substantially increase accounting costs, 
which would require the accounting 
officer to use arbitrary methods of pro 
ration and apportionment which, in his 
judgment, obscure, and in some in- 
stances completely destroy, the facts 
of a given transaction. 


PRIMARY PURPOSE OF SOUND GEN- 
ERAL CORPORATE ACCOUNTING 
OVERLOOKED 
The classifications which we are 
asked to follow were, in my judgment, 
designed to meet highly theoretical 
cost accounting or statistical require- 
ments. The primary purpose of cor- 
porate accounts along sound accounting 
and economical lines was apparently 
overlooked, and in this connection the 
Appellate Division of the Supreme 
Court of New York State, whose opin- 
ion was confirmed by the Court of 
Appeals, evidently recognized that 
fact in reviewing the record of the 
hearings held in connection with the 
classifications prescribed by the Public 
Service Commission, State of New 
York, when it said in its opinion: 
“The petitioners argue, and with high 
judicial authority, that the books of a 
utility corporation are not kept solely 
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for the information or benefit of the 
Commission; that stockholders, bond- 
holders, the investing public and rate 
payers are interested; also that corpo- 
rate financing is done on the basis of 
book values.” 

Now gentlemen, lest I be misunder- 
stood, I have the greatest respect and 
admiration for the cost accountant, as 
well as for the statistician, but when 
it comes to designing a system of ac- 
counts for general corporate purposes, 
then that is a job which they, as such, 
are not qualified to do, and while you 
gentlemen who represent other indus- 
tries may not at the present time have 
to follow some prescribed classification 
of accounts, there is no assurance that 
you will enjoy that freedom from in- 
terference indefinitely. I sincerely hope, 
however, that if you are required to 
follow a prescribed classification of 
accounts you will not find yourselves 
in the same position as some utility 
corporations, who are subject to both 
the state public service commission and 
the Federal Power Commission and 
consequently are faced with a conflict 
of jurisdiction. 


INSTITUTE Must HELP PRESERVE 
SOUND ACCOUNTING 

Let me say in closing that if the 
corporate accounts of industry gen- 
erally—yours as well as ours—are to 
be preserved along sound accounting 
and economic lines, then this Insti- 
tute must play a leading role in the 
preservation of such records. No 
other interest will be as vital as ours. 
Therefore let us keep the standard of 
qualifications necessary for member- 
ship in this Institute on a high level. 
Let us resist anything that is going on 
in either the state or the nation that 
would jeopardize the integrity of the 
corporate accounts for which we are 
held responsible, and last, but not least, 
let us not forget that the greatest re- 
sponsibility the Controllers Institute of 
America has is to maintain the integ- 
rity of the corporate accounts of in- 
dustry and to guard those accounts 
against the imposition of fantastic, im- 
practicable, and revolutionary theories 
which, if followed, would substitute 
controversial results for indisputable 
facts. 
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Five Factors Which Make Sellers 
Liable under Patman Act 


Costs of Distribution Take on Added Importance under This Law—Small Orders 
Frequently Taken at Loss, Which Large Orders Must A bsorb—Shall Discrimina- 
tion Favoring Small Buyer Be Corrected?—Paper by Eric A. CAMMAN, C.P.A. 


HE substance of the paper that 

follows was presented by Eric 
A. CAMMAN, C. P. A., of Peat, Mar- 
wick, Mitchell & Company, at a group 
conference conducted as a part of the 
program of the Fifth Annual Meeting 
of THE CONTROLLERS INSTITUTE OF 
AMERICA, 07 October 6, 1936. This 
particular conference attracted nearly 
one hundred controllers, and proved 
one of the most interesting and pro- 
ductive of these small meetings. 

Mr. Camman is well known by rea- 
son of his studies and writings in the 
field of cost accounting. This particu- 
lar paper is regarded as an illuminating 
contribution to the discussion as to 
how to comply with the provisions of 
the Robinson-Patman Act. 


—THE Epiror. 


A man said to me the other day 
that he had the fancy to visit the public 
library when time permitted and delve 
into newspaper reports and business 
publications current in a former time 
when new national legislation having 
a major effect upon business, such as 
the Sherman Act, for instance, was 
adopted, just to see whether at that 
time there was as much excitement, 
dire prediction and general outcry 
against a new law as there is today. 
At the moment we are all aroused 
over the Robinson-Patman amendment 
to the Clayton Act and the air is 
filled with speculation, warnings and 
threats. Similar manifestations accom- 
panied each new national law relating 
to the conduct of business and finance 
during the last four years. 

We are now in the ebullient stage 
about the Robinson-Patman Act and 
this naturally causes confusion and un- 
certainty. When one thousand persons 
are actively engaged at the same time 


in expressing one hundred assorted 
views of the new law and its possible 
consequences only one thing can be 
clear, namely, that the one hundred 
thousand ideas will not immediately 
fit into any intelligible pattern. The 
law is so broad in scope that apparently 
every avenue of commerce is affected 
and every conceivable situation is sub- 
ject to scrutiny and interpretation 
under it. 

It is difficult to grasp the law in any 
such broad compass and, because of 
the variety and complexity of business 
practices, it is not possible to make 
many general interpretations. Inter- 
pretations and eventually legal deci- 
sions must be made with respect to a 
specific set of circumstances and a spe- 
cific set of facts. 

It is appropriate to mention at this 
point that the theme of these com- 
ments is the cost feature of the act 
and the consequent possible require- 
ments as to cost accounting thereunder, 
without attempt at either legal inter- 
pretation or judgment as to the prob- 
able effect upon business practices. 
Naturally in order to reason at all we 
shall have to study the text and mean- 
ing of the various provisions, but our 
purpose is to adhere to the accounting 
aspects and determine as clearly as may 
be possible the accounting problems 
involved. 


TRANSACTIONS WITH BUYERS SUB- 
JECT TO Five TEsTs 

Although the Robinson-Patman Act 
is broad in scope, examination of its 
terms discloses that in the case of 
any one company, which would mean 
in the case of a certain set of transac- 
tions under consideration, the inci- 
dence of. the law is sharply focused. 
Such a certain set of transactions must 


be subjected to five tests of application 
in order to establish a violation or a 
liability toward a violation. If any 
one of these five conditions is not 
present the restrictions of Section 
2(a) presumably would not afford 
buyers recourse. It is, therefore, help- 
ful to keep these five conditions in 
mind. 

First, there must be a discrimination 
in prices. Obviously if there is not a 
discrimination in prices there can be 
no conflict with Section 2(a), which 
is aimed solely at the restriction of 
price discrimination to certain condi- 
tions. For instance, if there is only 
one price to all customers upon a com- 
modity of a given grade and quality, 
or if the entire output of that com- 
modity is sold to one customer or 
substantially so, there can be no dis- 
crimination. In judging whether there 
is discrimination in prices we must 
take into account discounts and allow- 
ances and any other elements affecting 
price. It will be simpler, however, 
if we leave aside for separate con- 
sideration payments or their equivalent 
to customers for services rendered by 
the customers, which: are covered by 
Section 2(d) and services or facilities 
rendered by the seller in connection 
with sales of commodities for resale, 
which are covered by Section 2(e). 
We may also for the present purpose 
set aside consideration of brokerage, 
which is a separate feature covered by 
Section 2(c). On this premise dis- 
crimination in prices will usually be in 
the nature of differences in discounts 
and rebates. 


AFFECTS STANDARDIZED PRODUCTS 

Second, discrimination must be on 
products of like grade and quality. It 
appears reasonable to construe this 
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stipulation to mean that practically the 
act will affect mainly standardized 
products, products which are made in 
quantity by mass production methods, 
or which are stereotyped. 

Products which are made to par- 
ticular specifications for individual 
uses, even though those uses may be 
comparable or identical with those of 
another product made by the same 
manufacturer, would less frequently 
fit the condition of “like grade and 
quality,” although it is indicated that 
this would not exempt products put 
out under a private brand in the ab- 
sence of other differences. 


ARE CUSTOMERS IN COMPETITION ? 

Third, discrimination must be be- 
tween competitors. The next test which 
is to be applied to a given set of trans- 
actions in which there is discrimina- 
tion in prices on commodities of like 
gtade and quality is whether such dis- 
crimination affects customers who are 
in competition with each other or the 
customers of whom are so engaged. 
This provision would seem to cause a 
fairly clear distinction in the more 
usual cases between products which 
are sold for resale and products which 
are sold for use in further manufac- 
turing processes. It does not ordi- 
narily occur that identical products 
are sold in both channels, but if it 
should happen it would seldom be the 
situation that the reseller is in compe- 
tition with the remanufacturer, if that 
term can be used. 

Furthermore, this provision will 
bring into account the territory in 
which the customer does business, in- 
asmuch as one in a New England state 
would not be in competition with an- 
other in one of the mountain states. 
It is important to recognize, however, 
that the immediate customer of the 
seller may not be the factor in com- 
petition. The competition might ex- 
ist between an immediate customer of 
the seller and a customer of another 
customer of the seller. For example, a 
customer of a wholesaler might be in 
competition with one of the outlets of 
a large retailer buying the same prod- 
uct from the same manufacturer as the 
wholesaler. 


These comments throughout are 


confined to the provisions of Section 
2, ignoring the criminal provisions of 
Section 3. We may disregard Section 
3 for our purpose now, because Section 
2 is broader than Section 3. Discrimi- 
nations are not illegal under Section 3, 
for instance, if they are available to all 
competitors on sales of like grade, 
quality and quantity, whereas under 
Section 2 no discriminations are per- 
missible, except in so far as they make 
only due allowance for differences in 
cost. We may, therefore, deal with 
our subject entirely in the light of the 
provisions of Section 2. 


Must BE IN INTERSTATE COMMERCE 


Fourth, discrimination must be in 
interstate commerce. If a given set of 
transactions passes the first three tests, 
namely, that there is discrimination, 
that it is on products of like grade 
and quality and that it is between com- 
petitors, we shall next have to consider 
whether interstate commerce is in- 
volved. If all phases of the transac- 
tions are clearly intrastate, the act will 
not apply. On the other hand, if a 
single phase enters into interstate com- 
merce, or perhaps even if it has an 
important bearing on interstate com- 
merce, the whole question would come 
under the act. 


INjURIOUS EFFECT Must APPEAR 

Fifth, injurious effect upon competi- 
tion must appear. If the four pre- 
ceding tests have been passed and the 
law is found to apply, there still re- 
mains the question whether injurious 
result can be shown. The law says in 
effect that discriminations are unlaw- 
ful when the influence of them may 
be substantially to lessen competition 
or to tend to create monopoly or to 
injure, destroy or prevent competition. 
This stipulation is of such weight that 
it might be held to warrant first men- 
tion. It has deliberately been placed 
last because it seems that if the first 
four named tests hold the law to apply 
it would be wise to base further rea- 
soning on the assumption of the pos- 
sibility of injury being alleged. This 
course seems the more valid when we 
remember that Section 4 of the Clay- 
ton Act still is a part of the Clayton 
Act. Section 4 reads as follows: 
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“Sec. 4. That any person who shall be 
injured in his business or property by rea- 
son of anything forbidden in the anti-trust 
laws may sue therefor in any district court 
of the United States in the district in which 
the defendant resides or is found or has an 
agent, without respect to the amount in 
controversy, and shall recover threefold the 
damages by him sustained, and the cost 
of suit, including a reasonable attorney's 
fee.” 


This provision clearly permits any- 
one who has been injured to bring ac- 
tion under the law. For this reason it 
will be of more immediate concern in 
the majority of cases than the possibil- 
ity of action by the Federal Trade 
Commission or the government. Here 
again products sold for resale would 
appear to be involved more than prod- 
ucts sold for use in further manufac- 
turing processes, because the latter 
would become a fractional part in the 
ultimate commodity as to which buy- 
ers may be in competition. A button 
for a suit of clothes, for example, is 
not likely to cause a serious injury in 
competition between two manufacturers 
of clothing who have to buy these 
buttons from the same maker at differ- 
ent prices. On the other hand, com- 
modities bought for resale are sub- 
stantially the commodities in competi- 
tion. 


Cost Is MEASURE OF PRICE 
DIFFERENTIALS 


When it is determined through the 
described analysis that there is dis- 
crimination in prices, that it exists on 
products of like grade and quality, 
that it affects competing customers, 
that interstate commerce is involved 
and that there is tendency to injure 
or that we assume there might be, we 
have then to show, if the transactions 
are to be brought within the law— 


One, that differing methods or quantities 
of sale or delivery exist, and 

Two, that the resulting differences in cost 
equal or exceed (make only due allow- 
ance for) the differences in price. 


These new provisions in the law 
make adequate cost accounting very 
important in every case in which the 
mentioned conditions apply, if for no 
other reason. It will not be wise to 
minimize or underestimate the impor- 
tance of cost accounting. The word- 
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ing of the act in Section 2(a) now 
makes cost basically a characteristic of 
legitimate differentials in prices. The 
law plainly says that price differentials 
are permissible on the same products 
sold to competitors when there are 
differences in methods or quantities of 
sale or delivery, upon the condition 
that such differentials in price shall 
be limited to the differences in cost 
of manufacture, sale or delivery. Con- 
sequently the business man henceforth 
will not only have to know what he is 
doing when he negotiates an ‘order, 
but as well he may be called upon to 
demonstrate that he did know, and 
that his action was justified. 

There are introduced by this cost 
provision wholly different questions of 
the relation between costs and prices 
than the ones with which we were 
faced in the codes under the National 
Industrial Recovery Act. In those 
codes the questions were ones of the 
relation between cost and price for 
the purposes of price control and cost 
protection, but essentially as between 
competing sellers. Under the Robin- 
son-Patman Act we have the different 
questions of the relation between cost 
differentials and price differentials, in- 
dividual to a single seller but pertinent 
to competing buyers. Therefore there 
is no such NRA application of Section 
2(a) to aspects of price behavior as 
between competing sellers, except that 
price changes arising from market con- 
ditions, close outs to move goods, and 
the like are not prohibited. 


LOWER Prices To MEET 
COMPETITION 

A direct reference to prices between 
competing sellers in Section 2(b) pro- 
vides that upon proof that there has 
been discrimination rebuttal may be 
made by showing that a lower price 
was made in good faith to meet com- 
petition. This, however, is restricted 
to Federal Trade Commission cases. 

This contrast between the cost as- 
pects of the Robinson-Patman Act and 
those of the National Industrial Re- 
covery Act should always be kept in 
mind because in many ways it makes 
the problems simpler, by narrowing 
the scope to the ascertainment of cost 
differentials for the purpose of meas- 


uring price differentials of a single 
seller. It is to be recognized, of course 
that there will be many perplexing 
problems to resolve, such as dividing 
a salesman’s salary between the prod- 
ucts he sells, or the cost of general 
advertising or the salary of the presi- 
dent of the company among commo- 
dities of differing grade and quality. 
A great deal of progress already has 
been made, however, and more is con- 
fidently to be expected, in the develop- 
ment of distribution cost accounting 
methods whereby costs of this nature 
can be analyzed and allocated in a 
logical and reasonable manner satis- 
factorily enough for practical purposes. 
The act appears likely to stimulate the 
adoption of adequate distribution cost 
accounting methods and this can only 
inure to the benefit of American busi- 
ness. 


MANUFACTURING CosT ESSENTIALS 


Consideration of questions of cost 
accounting divides logically into the 
two branches of manufacture and dis- 
tribution. There do not now appear to 
be the variety of perplexing questions 
with respect to manufacturing cost 
that occur with respect to distribution 
cost, because the factors of variation 
are fewer. 

As to manufacturing cost there are 
two principal factors of variation, 
namely, quality and quantity. Obvi- 
ously it is necessary for a manufacturer 
to ascertain with reasonable assurance 
of correctness the manufacturing cost 
of any given grade or quality, that is 
to say, of any commodity which may 
be sold at different prices. This ne- 
cessity will probably spur the adoption 
of proper cost accounting methods 
where they are not in use. There are 
still cases in which the existing meth- 
ods are inadequate, in which it is im- 
possible to establish the costs of differ- 
ent products. Consequently a good 
cost system will be needed. This, 
however, need not mean the introduc- 
tion of elaborate machinery for keep- 
ing track in detail of the cost of each 
small manufacturing job or shop order. 
The detailed job cost system has been 
found to be needlessly cumbersome and 
expensive, as well as often inaccurate 
or at best unsuitable for estimating 
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costs in advance with reasonable se- 
curity. The modern basic standard 
cost system affords this facility and 
enables the presentation of the cost of 
any particular sale when required. 

There are comparatively seldom to 
be found differences in cost resulting 
from different methods of making the 
identical article in a single plant. It 
may happen that the same product 
can be made by hand or by machine or 
otherwise by different methods, but 
that would usually be due to excep- 
tional circumstances, which could not 
be adduced as establishing a justifiable 
cost differential. It may happen that 
the same product is made in a given 
plant on different kinds of machines, 
through obsolescence or technological 
advancement, but this it would appear 
would not afford a tenable basis for 
price differentials, unless other condi- 
tions than this alone were such that 
it would be reasonable and _ not 
evasive to use the difference in cost (as 
between old-fashioned and high-cost 
equipment on the one hand and mod- 
ern, efficient and low-cost equipment 
on the other hand) as an element of 
a difference in prices for the identical 
products sold to different customers. 

According to this reasoning, the re- 
quirements as to manufacturing costs 
with respect to quality seem to be 
largely confined to the one of having 
adequate cost accounting procedure for 
the ascertainment of the costs of prod- 
ucts. 


PREPARATORY COsTS 

Passing now to consideration of the 
requirements as to manufacturing costs 
with respect to quantity, the main fac- 
tor of variation within the plant 
(meaning by within the plant, beyond 
any purchasing variation running to 
the manufacturer because of quantity) 
would appear to be found in the abso- 
lute or relatively fixed costs of prepar- 
ing to produce. Some of these are 
known as set-up, make-ready or pre- 
paratory costs, attendant upon the 
process of getting equipment ready to 
produce a particular article or perform 
a certain operation. Others entail the 
use of forming dies, forging dies, pat- 
terns, jigs and fixtures, and the like. 
Still others are incurred for design, 
drafting and technical advance plan- 
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ning. The feature common to them 
all is that they are preparatory and 
not subject to change proportionally 
with the quantity of production. 

These preparatory costs are often 
large, so clearly it will have an im- 
portant bearing on the unit cost of out- 
put whether the quantity to be made 
at one preparation is small or large. 
The condition is frequently present, 
but unfortunately it is not always 
properly taken into account in manu- 
facturing costs. 

There should be no difficult ques- 
tions because of quantity with respect 
to indirect manufacturing expenses, 
alternatively known as factory over- 
head, plant expense or burden, al- 
though a new emphasis is placed on 
their recognition, because it is clear 
that it is the intent that this part of 
cost shall be equitably and uniformly 
applied between customers and not 
imputed disproportionately to differ- 
ent classes of trade. This means that 
top volume cannot be taken at a price, 
by ignoring all or part of the over- 
head on the reasoning that it would be 
incurred whether or not the volume 
were taken. The House Report states 
in a frequently quoted paragraph*: 


“This, in its plain meaning, permits dif- 
ferences in overhead where they can actu- 
ally be shown as between the customers or 
classes of customers concerned, but it pre- 
cludes differentials based on the imputation 
of overhead to particular customers, or the 
exemption of others from it, where such 
overhead represents facilities or activities 
inseparable from the seller’s business as a 
whole and not attributable to the business 
of particular customers or of the particular 
customers concerned in the discrimination. 
It leaves open as a question of fact in each 
case whether the differences in cost urged 
in justification of a price differential— 
whether of operating or of overhead costs 
—is of one kind or the other.” 


Unabsorbed burden also, namely, 
that part of indirect manufacturing ex- 
pense which may remain in the ac- 
counts unabsorbed in the costs of pro- 
duction, owing to operations being 
below capacity, need present no new 
problems under the law. If unabsorbed 
burden exists it means that too little 
has been put into the cost of the ar- 
ticles produced, which would not cause 
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a cost differential but merely an un- 
derstatement of actual cost. 


BURDEN VARIATIONS NoT PERTINENT 


It would appear that burden varia- 
tions will not be pertinent to cost dif- 
ferentials, assuming that the cost sys- 
tem is sound. It is the modern practice 
to set burden rates at certain levels of 
capacity and such normal rates are 
used in computing costs under differ- 
ent degrees of factory operation or 
volume of output. Hence a cost differ- 
ential could not exist on a given prod- 
uct at a given volume. It could exist 
only as between different quantities, 
i.e., different volumes, but in the light 
of the intent above quoted a difference 
in volume can not be deemed to cause 
a cost differential between customers. 
The cost of any given volume is the 
cost to all buyers, irrespective of the 
proportion in which each buyer par- 
ticipates in contributing the volume. 

There is another condition which 
might bring about a cost differential. 
That is the condition under which 
identical products may be made by one 
seller at two different plants and at 
different costs. One can not generalize 
upon this problem because so much 
would depend upon the circumstances. 
If a quantity buyer took all or sub- 
stantially all of the product of one 
plant, let us say the low cost plant, it 
might be reasonable to regard a dif- 
ference in cost between plants as a 
legitimate cost differential in favor of 
the large customer. On the other hand, 
it would appear reasonable to expect 
that it would not be permissible to 
utilize a disparity in costs between 
plants as an expedient or a subterfuge. 


DISTRIBUTION Cost ESSENTIALS 


So much for manufacturing costs. 
Let us turn now to consider what are 
the essentials under the Robinson-Pat- 
man Act of distribution cost account- 
ing. As previously stated, it is in this 
department that the majority of the in- 
teresting problems will arise, because 
of the nature of these costs and because 
of the numerous variations and com- 
binations which are to be found in the 
manner of sale and delivery. It re- 
quires no ability in the art of prophecy 
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to predict that during the next few 
years more intensive study will be 
given to accounting as well as methods 
in this area. 

Although considerable thought and 
research has already been devoted to 
the peculiar problems of distribution 
costing, it is a fair general statement 
that much of it is still in the laboratory 
stage in the minds of many business 
men. In actual practice the majority 
of business concerns, including many 
which already have adequate manu- 
facturing cost systems, still have not 
availed themselves of progressive 
methods for the ascertainment of dis- 
tribution costs, which may be due in 
part to the difficulty, both apparent 
and real, of applying these costs to 
particular products. 


ELEMENTS OF DISTRIBUTION COST 


In order to approach the task of 
analysis intelligently we must first 
classify and set up the elements which 
compose distribution costs, meaning by 
this term all of the expenses which are 
incurred in carrying on business out- 
side of the manufacturing processes. 
These expenses will fall under the 
broad headings of general adminis- 
tration, selling, public relations, miscel- 
laneous clerical activities and storage 
and shipment. Such headings, how- 
ever, are too broad for use for our 
purpose and we shall have to break 
them down along functional lines into 
their component parts. We shall then 
find that they consist of activities such 
as these: 

Advertising, selling, styling or de- 
signing, promotion, order entering, 
filling and packing, preparing for 
shipment and shipment, billing, collec- 
tion, stocking and warehousing, ad- 
ministration, research. 

The list is not intended to be com- 
plete but will serve to indicate the 
classification of distribution costs ac- 
cording to functions with which they 
can be directly identified. The next 
step in analysis is to separate, so far 
as possible, the subdivisions of these 
activities which may be attachable to 
specific methods, territories, customers 
or products. For example, advertising 
may be broken down into general in- 
stitutional advertising, advertising of 
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particular products, advertising for a 
particular class of customer, and ad- 
vertising in territorial sections. 

Selling may be broken down accord- 
ing to the method of selling, namely, 
by mail, by telephone, by contract and 
by salesman. Selling by salesman may 
be found subdivisible according to 
territory and according to lines carried, 
that is to say, it may be the case that 
individual salesmen sell only certain 
products or certain customers, whereas 
other salesmen in suburban areas may 
carry the entire line and may sell all 
customers in their territories. 

Shipment may be broken down into 
shipment by freight, L.C.L. and car- 
load; shipment by truck, owned or 
public carriers; shipment by express or 
parcel post, via warehouse or pick up 
at factory door. These examples will 
suffice to illustrate the further subdivi- 
sional breakdowns, which of course 
will be peculiar to each case. 


NEED FEASIBLE UNITS OF 
MEASUREMENT 

As the next step in our analysis it 
is necessary to find for each activity 
some feasible unit of measurement 
which may be used to accomplish our 
object, the ascertainment of the cost 
of doing business with certain cus- 
tomers in certain places on certain 
sales. What these units shall be again 
is dependent on the conditions peculiar 
to each case. A few might be men- 
tioned: 


Quantity, per piece, dozen, hundred, 
case, and the like. 

Per truck hour, day, or mile. 

Weight, ounce, pound, ton, and so on. 

Per order, per invoice, per account re- 
ceivable. 

Per customer. 


In many businesses there will be 
four important cost factors which are 
to be brought into account in analyzing 
these functional distribution costs and 
which are frequently ignored. These 
factors are weight, bulk, value and 
turnover. A commodity very light in 
weight may be very high in value per 
unit, it may be small in bulk and easy 
to handle but extremely slow in turn- 
over. There may be varying combina- 
tions of these factors. When they are 
carefully analyzed surprising differ- 


ences in the costs of doing business 
may be disclosed. 


Six CLASSIFICATIONS 

When this process of analysis has 
been completed it is necessary to find 
ways of summarizing the data in order 
to reduce them into a few manageable 
captions. It will not be feasible to 
have to calculate costs day in and day 
out in a hundred and one fragments. 
No general rule can be laid down for 
this summation but it will ordinarily 
be found that the various elements can 
be condensed into five or six categories, 
namely: 

1. Territory: 

Sub: Selling method and customer 

. Product or product class. 
. Method of delivery. 
. Size and type of order. 
. Collection cost, bad debt losses, and 

the like. 
6. Indivisible expense. 


WM dn We bo 


This description may sound like a 
tremendously complicated undertak- 
ing. Indeed there is no gainsaying that 
there are some knotty problems in- 
volved. However, a similarly condensed 
description of the process of calculating 
manufacturing costs by means of an 
adequate cost accounting system would 
sound equally complicated, yet we have 
not found that undertaking impossibly 
difficult. 

It should be mentioned that it is 
not the intention to convey the idea 
that it will be necessary to install an 
elaborate detailed unit costing system 
for the allocation of distribution costs. 
The analysis must be made, but the re- 
sults can be embodied in a budgetary 
standard-cost accounting plan for sim- 
plicity in application. The essential 
thing is that the data shall be available 
to be put to use when required by 
assembling the elements which pertain 
in any particular case. When so put 
together these data should represent 
the facts and it should be possible on 
the basis of them to judge whether a 
given policy is sound or unsound, 
whether a certain deal is fair or un- 
fair, and whether an existing price dif- 
ferential is warranted by the cost of 
doing business or patently unreason- 
able. 

An interesting phase in the field of 
distribution costs is presented with the 
advent of the Robinson-Patman Act in 
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the well-known condition that it is 
very costly to sell small orders. It is 
rarely possible to obtain a sufficient 
price on small orders to assure an equal 
rate of profit upon them with that en- 
joyed on larger sales. Indeed the small 
orders are often sold at a loss. Studies 
have been made and data have been 
published in representative mediums 
which show in a convincing manner 
the existence of wide differentials in 
the cost of doing business between 
small orders and large orders. In one 
study, the results of which are pre- 
sented by Howard C. Greer of the In- 
stitute of American Meat Packers, it 
is disclosed how highly disproportion- 
ate is the cost of handling small orders. 
The cost per pound for orders less 
than 25 pounds is given as $.14, 
whereas the cost on large orders, run- 
ning from 500 to 1,000 pounds, is 
given as $.0114 per pound. Thus the 
cost of doing business varies with the 
size of the order from 114¢ per pound 
for large ones to 14¢ per pound for 
the small ones, a multiple of more than 
11 times. 

Another study prepared by Mr. O. 
D. Street from data of Western Elec- 
tric Company and published by J. W. 
Millard in “Analyzing Wholesale Dis- 
tribution Costs” (Department of Com- 
merce, September, 1917), includes a 
table showing that small orders under 
25 pounds ran 60 per cent. of the total 
in number of orders and were filled at 
an average loss per order of $1.63. 
The aggregate loss ran more than three- 
quarters of a million dollars which 
had to be absorbed in the profit aris- 
ing from sales to larger buyers to bring 
about the result of a profit on the 
business as a whole. 


MAXIMUM. DISCRIMINATION 
STIPULATED 


Circumstances such as these will 
present some interesting questions. 
May not the large buyer take the posi- 
tion that the manufacturer is not al- 
lowing a sufficient differential between 
him and the small buyer to cover the 
cost of doing business with them re- 
spectively ? The new law does not re- 
quire the manufacturer to pass along 
to any buyer all of the difference in 
cost which may exist, but the law does 
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unequivocally forbid price discrimina- 
tion, as to which discrimination a 
maximum permissible is stipulated un- 
der certain conditions, but also as to 
which no provision in the Act legalizes 
any unfair discrimination which can 
be shown if the maximum favorable 
differential is not allowed. 

Of course, it may be reasoned that 
the situation will not often arise in 
which the large buyer will be com- 
petitively injured through this favorit- 
ism toward the small buyer, but it is 
not an impossible situation. At any 
rate it may appear, in cases where these 
conditions exist, that the large buyer 
after all is not granted an excessive dis- 
count when the costs of doing business 
are respectively taken into account. 

For instance, if a manufacturer sells 
an article to one customer for $1.00 
at a profit of 10¢ he may sell the same 
article to another customer at a lower 
price if by reason of a greater quantity 
or a different method of selling or de- 
livering he can do so at a lower cost. 
Assuming that this lower cost is 80¢, 
he may sell the article as low as 90¢. 
That would be passing on to the sec- 
ond customer the full allowance of the 
difference in cost, retaining for the 
manufacturer his original 10¢ profit. 
However, suppose that the 90¢ price is 
not low enough to obtain the quantity 
buyer’s order and suppose also that the 
$1.00 price is granted to a representa- 
tive number of small buyers, while 
according to an analysis of the cost of 
doing business it really costs the manu- 
facturer $1.05 to sell the small orders 
and 78¢ to sell the large. 


Goop ACCOUNTING SHOULD MAKE 
Goop Law 


In these circumstances there would 
be a spread in cost of doing business 
of 27¢ between the small and the 
large order. Is it not- true in circum- 
stances such as these that a price dis- 
crimination would really run to the 
benefit of the small buyer? Is it not 
reasonable to hold that the manufac- 
turer would be justified under the law 
in selling the quantity buyer at any 
price above 78¢ that would secure the 
business and that would yield a suf- 
ficient profit in the aggregate to do 
business on the whole at a profit ? 


It remains to be learned to what ex- 
tent the allocation of the cost of doing 
business through analytical distribu- 
tion costing methods will have legal 
weight in the interpretation of the 
law, although it seems logical to ex- 
pect that good accounting should make 
good law. However this may be, sound 
accounting principles should not be 
sacrificed in order to conform to im- 
agined possible legal interpretations, 
and accountants should continue their 
efforts to develop adequate costing 
procedures with the object of ascer- 
taining and presenting the facts. In 
this direction the trade association can 
do a great deal to aid by entering on a 
program of education in sound prin- 
ciples of distribution cost accounting. 
Many of them already have done so as 
an activity of benefit to their members 
and more of them will probably do so 
now as a means of service to their 
members in conforming to the law. 


CONCLUSION 


To summarize what has been said, 
Section 2(a) of the Robinson-Patman 
amendment is operative when there 
exist: 


(1) Price differences, 

(2) on like products, 

(3) sold to competitors, 

(4) involving interstate commerce, and 
(5) tending to injure competition. 


Whereupon price differentials are re- 
stricted to differences in costs result- 
ing from differing quantities or meth- 
ods of manufacture, sale or delivery. 
The essential factors of variation 
which may cause differentials through 
differing quantities or methods are: 


QUANTITY METHOD 
MANUFACTURING COST 
Purchasing cost Different plant 
Preparation cost (set- Special equipment 
up, — make-ready, 
dies, etc.) 


DISTRIBUTION COST 
Size of order Different ways of 
selling, delivering, 
advertising, col- 
lecting—in sum, 
of doing business 
beyond making the 
product. 


It is necessary to know the effect 
upon costs of these factors of varia- 
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tion in quantity or methods in order 
to hold price differentials in proper 
relationship, and acceptable cost ac- 
counting methods should be employed 
in order to demonstrate in case of 
question that that has been done. 


TWO ORGANIZATIONS OF 
PUBLIC ACCOUNTANTS 
TO BE UNITED 


Within a short time there will be 
but one national organization of prac- 
ticing public accountants. This state 
of affairs will be brought about by an 
amalgamation of the American Insti- 
tute of Accountants and the American 
Society of Certified Public Account- 
ants. 

Final steps to effect this amalgama- 
tion were taken at a meeting in Oc- 
tober of the American Society of Cer- 
tified Public Accountants at Fort Worth, 
and at a meeting a few days later of 
the American Institute of Accountants 
at Dallas. 

At the meeting of the American In- 
stitute of Accountants an amendment 
to the by-laws of that organization was 
adopted, providing for admission to 
that Institute of all members of the 
American Society of Certified Public 
Accountants in good standing at Au- 
gust 31, 1936. The American Insti- 
tute of Accountants is to submit this 
amendment for ratification by mail 
vote by its members. 

The plan calls for submission later 
to the members of the American In- 
stitute of Accountants, for a vote by 
mail of two points in the plan for 
amalgamation on which agreement 
was not reached in the course of the 
negotiations leading to the uniting of 
these two national organizations. One 
of these points is the question of a 
change of name of the American In- 
stitute of Accountants, and the second 
deals with the problem of regional 
nomination and election of members 
of the Council, the governing body of 
the American Institute of Accountants. 

A merger plan, dated September 21, 
1935, called for adoption of amend- 
ments to the by-laws of the American 
Society of Certified Public Account- 
ants which will render it inactive in 

(Please turn to page 315) 
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Book Closing and Report Issuing Dates 
Studied by Controller 


Companies Strive for Early Reports, Even Though They Omit Information Needed 
by Management—Later Supplementary Reports Supply Needed Facts—Attention 
Not Given to Highly Accurate Monthly Closings—Article by JAMEs J. MISCHLER. 


HE subject of reports prepared by 

controllers for management and for 
directors was covered in an informal 
questionnaire circulated a few months 
ago by Mr. JAMES J. MISCHLER, as a 
private inquiry. The questionnaire was 
directed to the controllers of a small 
number of representative companies. 
Fifty replies were received. They form 
the basis of the report by Mr. Miscu- 
LER, which is presented in this arti- 
cle. 

MR. MISCHLER és a member of THE 
CONTROLLERS INSTITUTE OF AMER- 
IcA. He is a graduate of the Univer- 
sity of Michigan, a certified public 
accountant, a member of the American 
Society of Certified Public Atcount- 
ants, and of Alpha Kappa Psi, a 
professional honorary commerce and 
accounting fraternity. The Hobart 
Manufacturing Company, of which 
Mr. MISCHLER 7s controller, is located 
at Troy, Ohio, with branches in Can- 
ada, England, France, Belgium, Ger- 
many, and the Netherlands. It is the 
largest food preparing machinery man- 
ufacturer in the world. Sales organi- 
zations are located in forty-seven coun- 
tries. 

The subject covered by MR. MIscu- 
LER’S inquiry is one of exceptional in- 
terest to controllers, and the results of 
the investigation of this subject are il- 
luminating. 

—THE Epiror. 


It should be stated that the purpose 
of this questionnaire was merely to 
obtain certain specific information with 
regard to monthly reports and their 
compilation, and for the helpful pur- 
pose of checking our own procedure. 
We were particularly interested in 
book closing and report issuing dates, 
and comparing the types of other 
monthly reports with our own. 


In a general way I observed a trend 
toward obtaining very early reports, 
although such reports of necessity 
omitted a great amount of information 
that would be currently required. In 
these cases supplementary reports were 
prepared for the management, and in 
certain instances additional detail was 
compiled for the quarterly and semi- 
annual statements. 

It was noted in connection with 
these early reports that great attention 
was not given to highly accurate 
monthly closings, control being ob- 
tained through the use of extensive 
analysis throughout the year. I assume 
that such procedure is satisfactory 
where there is a continuous exacting 
control over costs and inventories. 

A summary of the questions and 
answers as given in the questionnaire 
are as follows: 


1. Q. Do you prepare one report 
for both the Management and Di- 
rectors, or two separate reports? 


A. One report, 36. Two reports, 14. 


2. Q. If a separate report is made 
for Directors, what does it generally 
include? 


A. In a general way, practically all 
companies preparing a special report 
for Directors included the following 
as the major items: 


(1) Condensed Consolidated Bal- 
ance Sheet. 

(2) Condensed Consolidated State- 
ment of Net Income. 

(3) Consolidated Surplus Account. 

(4) Brief comments, schedules or 
charts covering operating trends, 
inventories, funds, investments, 
and the like. 


3. Q. If you operate subsidiary 
companies, how often do you com- 
pletely consolidate all reports? 


A. Monthly, 30. Quarterly, 3. An- 
nually, 3. Partial consolidation monthly, 
3. (No subsidiaries or no reply to 
question, 11). 


4. Q. If you prepare consolidated 
reports, do you include subsidiaries 
as of the same date as the parent 
company, or do you consolidate 
them one or more months behind 
the parent closing? 


A. Same date, 36. 
Domestic currently, foreign one 
month: behind, 2. 
Domestic currently, foreign two 
months behind, 1. 
No subsidiaries or no reply to 
question, 11. 


5. Q. Are your subsidiaries do- 
mestic, foreign, or both? 

A. Domestic, 14. Foreign, 4. Both, 
21. No subsidiaries or no reply to 
question, 11. 


Note: It is possible that question four 
was misinterpreted. The intention was to 
determine whether current or previous 
months subsidiary figures were used in the 
current consolidation. With twenty-five 
companies having foreign subsidiaries, and 
practically all companies consolidating 
monthly, it would appear that consolida- 
tions generally must be very condensed and 
based on cabled figures. (Several com- 
panies so stated.) If the question as given 
was not. misinterpreted, the general proce- 
dure is rather surprising in view of the 
early issuing dates generally of reports. 
It would seem to the writer that a logical 
procedure for those companies with foreign 
subsidiaries, and where rather complete con- 
solidations are made monthly, would be to 
use subsidiary figures for the preceding 
month, reporting current cabled figures as 
a separate memorandum. 


6. Q. Approximately how many 
days elapse after the close of the 
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month before trial balances are com- 
pleted preparatory to compiling your 
major monthly report? 


A. 
No. Days No. Co's. No. Days No. Co’s. 
1 1 a2 7 
3 1 13 2 
4 2 14 4 
5 2 i> 3 
6 Zz 16 1 
8 3 r7 1 
9 1 18 Z 
10 13 20 1 
11 3 23 1 


The average is approximately 11 days. 

It was generally observed that com- 
panies with early trial balance dates 
closed their voucher register either on 
the month end or shortly thereafter 
and that cost entries were quickly 
available. In certain instances, esti- 
mated closings were made prior to 
exact cost entries, adjusting entries 
from standards being applied the fol- 
lowing month. 


7. Q. Approximately how many 
days elapse after the close of the 
month before your completed report 
or reports are typed and ready for— 
A. Management. B. Directors. 

A. It was observed that most of the 
reports were available to the Manage- 
ment and Directors at approximately 
the same time. The following answer 
therefore will generally cover both 


reports. 
No. Days No. Co's. No. Days No. Co’s. 

5 ] 15 9 

8 1 16 1 

4 1 17 6 
10 1 18 2 
11 1 20 8 
12 5 22 3 
13 1 2> l 
14 5 Quarterly l 


Note: Where approximate dates were 
given, an average was taken. In the pre- 
ceding question, the average of all replies 
was approximately 14 or 15 days. 

8. Q. Do you have monthly Di- 
rectors’ meetings? If so, what is the 
usual meeting date? 

A. Monthly meetings 

Yes 34 
No 16 
Usual meeting dates 
First Tuesday 1 
Wednesday 


— 
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Week 1 
Second Tuesday 1 
Wednesday 1 
Week 1 
Third Monday 2 
Tuesday 5 
Wednesday 2 
Fourth Monday 1 
Tuesday 3 
Wednesday 2 
Thursday 5 
Friday 4 
Twentieth or twenty- 
first 4 
Quarterly 4 


No regular monthly 12 


From the foregoing it would appear 
that the average meeting date of those 
companies having monthly Directors’ 
meetings is about the twentieth. This 
is approximately five days after the 
average date for issuing reports. 


9. Q. Does your major monthly 
report, either to the management or 
Directors, include the following: 


A. Consolidated balance sheet? 
Reply: Companies with subsidiaries, 

Yes, 32. No, 7. 

(Of the group reporting “no,” 
three prepared this statement quar- 
terly for the major report.) 

Companies without subsidiaries, 

Yes, 0. No, 11. 

B. Parent company balance sheet only? 
Reply: Yes, 27. No, 23. 

(Of the group reporting “no” one 
company prepared this statement quar- 
terly.) 

Note: Some companies with sub- 
sidiaries also prepare this statement. 

C. Consolidated statement of net income? 
Reply: Companies with subsidiaries, 

Yes, 33. No, 6. 

(One company reporting ‘‘no’’ pre- 
pared this quarterly.) 

Companies without 

Yes, 0. No, 11. 

D. Parent company statement of net in- 
come with only a memorandum state- 
ment of subsidiary operations? 

Reply: Companies with subsidiaries, 

Yes, 13. No, 26. 

Companies without 

Yes, 11. No, 0. 

Note: Some companies with sub- 
sidiary companies also gave separate 
details on parent company operations. 

E. Do you currently report profits and 
losses by lines? 

Reply: Yes, 29. 

ply, 1. 

(Of the group reporting “no” four 
stated this was prepared separately 
for the Management.) 


subsidiaries, 


subsidiaries, 


No, 20. No re- 


Do you currently report profits and 
losses by divisions? 
Reply: Yes, 30. 
ply, 1. 
(Of the group reporting “no,” four 
stated this was prepared separately 
for the management.) 


No, 19. No re- 


F. Do you include such items as the fol- 
lowing: 

(1) Summary of cash receipts and dis- 
bursements showing the source of 
receipts and character of disburse- 
ments? 

Reply: Yes, 30. No, 19. 

ply, 1. 

(Of the group reporting “no,” 
four companies indicated this sched- 
ule was prepared currently but not 
included as a part of the major re- 
port.) 

(2) Market value of investments? 

Reply: Yes, 19. No, 30. No re- 

ply, 1. 

(One company reporting “no” 
stated this was given in major report 
only at the year end.) 

(3) Aging of accounts receivable? 

Reply: Yes, 27. No, 22. No re- 

ply, 1. 

(Of the group reporting ‘‘no”’ 
eight companies reported this was 
prepared and submitted with major 
report semi-annually. Six other com- 
panies stated this was done monthly 
but not included as a part of the ma- 
jor report.) 

Of the group reporting “Yes,” 18 
included this information monthly, 
9 included this information quarterly. 

(4) Survey of monthly changes in 
property accounts? 

Reply: Yes, 26. No, 23. No tre- 

ply, 1. 

(Of companies reporting “no” four 
prepared this quarterly for use by 
others; six other companies prepared 
this monthly for use by department 
heads. ) 

(5) Review of reserve fluctuations? 

Reply: Yes, 18. No, 31. No te- 

ply, 1. 

(Of the companies reporting “no,” 
two prepared this quarterly for use 
other than the major monthly report; 
three other companies prepared this 
monthly but did not include in the 
report.) 


No re- 


(6) Statistical comparison of prior 
year’s profits or losses? 
Reply: Yes, 42. No, 7. No re- 

ply, 1. 

(One company reporting “no” in- 
dicated it made this comparison quar- 
terly but did not include in major 
monthly report.) 

(7) Unfilled orders? 
Reply: Yes, 22. 

ply, 1. 

(Nine companies reporting “no” 
indicated this was prepared monthly. 


No, 27. No tre- 
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weekly or daily, for department heads 
and executives, but not included in 
monthly major report.) 


(8) Statistical review of orders re- 


ceived? 
Reply: Yes, 35. No, 14. No re- 
ply, 1. 


(Of the companies reporting ‘‘no,” 
one company prepared this informa- 
tion quarterly, five others monthly, 
but none included in the regular 
monthly report.) 


(9) Review of Branch Operations? 
Reply: Yes, 22. No, 27. No re- 

ply, 1. 

(Of the companies reporting “no,” 
five prepared this monthly for use 
other than in the report, while one 
other company had daily branch fig- 
ures. ) 


(10) Schedule of dollar value of ship- 
ments classified as to: 
(a) Products. Yes, 42. 
No reply, 1. 
(b) Class of trade. Yes, 30. No, 
19. No reply, 1. 
(c) Divisions. Yes, 34. No, 15. 
No reply, 1. 
(d) Domestic-export. Yes, 32. No, 
17. No reply, 1. 


No, 7. 


Note: A direct answer to many of the 
above questions was necessary according to 
the form of the questionnaire. As a result, 
many companies reporting ‘‘no’’—(thereby 
indicating that the item was not included 
in the major monthly report) might have 
prepared the information for the use of 
others. However, certain companies so in- 
dicated their procedure, and their notations 
are included above. It does not follow, 
however, that the other companies do not 
have this information currently. 


10. Q. Do you prepare and in- 
clude in your monthly major report, 
formal comments which exhaustively 
summarize and review: 

A. The changes for the month in asset 
and liability accounts? 


B. The result of operations in all the 
various departments of the business? 


C. Please give a few brief notes in re- 
gard to your procedure. 


A. The replies to this question were 
quite diversified. Many companies re- 
plied in the negative to both A and B. 
Others stated that the Controller or 
Treasurer gave verbal comments to the 
Board. Others had written comments 
only on outstanding items, allowing 
the figures to speak for themselves. In 
a general way it would appear that the 
average procedure was to reduce the 
formal typed report to a minimum, 
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and to cover analytical work by sepa- 
tate reports to the Management, either 
written or verbal. From time to time, 
throughout the year, special analytical 
comments were added to the formal 
report. 


11. Q. Do you operate a voucher 
register? 

Axe Yes, 45; Nex 5: 

12. Q. When do you usually close 
your voucher register for the month? 

A. 


Last day of month 


First day, following month ! 
Second day, following month 2 
Third day, following month 3 
Fourth day, following month 6 


Fifth day, following month 6 
Sixth day, following month 5 
Eighth day, following month 6 
Tenth day, following month 6 
Twelfth day, following month 2 
Fifteenth day, following month 1 
Average closing date Fifth 


13. Q. When do you usually cut 
off on sales? 


A. With but one or two exceptions, 
all companies closed on last day of 
current month. 


14. Q. When are your cost en- 
tries usually available? 

A. In all but one case, all entries 
were ready before the fifteenth. Fif- 
teen were available on or before the 
fifth, twenty from fifth to tenth, and 
the remainder later than the tenth. 


15. Q. How many copies of your 
major monthly report do you pre- 
pare? Do you furnish a copy of 
your Directors’ report to each in- 
dividual Director in advance of the 
meeting? 

A. There was a wide variation in 
the replies to this question, the number 
of reports issued naturally varying with 
the size of the company and the num- 
ber of Directors. It was generally ob- 
served that a generous supply of the 
reports was usually available, particu- 
larly in those companies where the re- 
ports were materially condensed. 

In regard to issuing Directors’ re- 
ports in advance of the meeting: Yes, 
14. No, 35. No reply, 1. 








Officers and Directors 


CONTROLLERS INSTITUTE 
OF AMERICA 


President 
PAUL J. URQUHART 
Aluminum Company of America 
Pittsburgh 
Vice-Presidents 
HERBERT A. GIDNEY 
Gulf Oil Corporation of Pennsyl- 
vania 
Pittsburgh 
ERNEST L. OLRICH 
Marshall Field & Company 
Chicago 
Ear D. PAGE 


Philadelphia & Reading Coal & Iron | 


Company 
Philadelphia 
HENRY C. PERRY 
The Heywood-Wakefield Company 
Gardner, Massachusetts 
J. S. SNELHAM 
The Continental Can Company, Inc. 
New York City 
Treasurer 
O. W. BREWER 


American Gas Association 
New York City 


(Note: The officers are also directors) | 


Managing Director 


| ARTHUR R. TUCKER 


Directors 
EpwWINn F. CHINLUND 


International Telephone & Tele- | 


graph Corporation 
New York City 
WILLIAM CRAEMER 


Sun Shipbuilding & Dry Dock Com- | 


pany 
Chester, Pennsylvania 
ARTHUR E. Davis 
The Royal Typewriter Company, Inc. 
New York City 
RopNEY S. DURKEE 
Socony-Vacuum Oil Company, Inc. 
New York City 
FRANCIS B,. FLAHIVE 
Columbia Gas & Electric Corpora- 
tion 
New York City 
F. G. HAMRICK 
American Smelting & Refining Com- 
pany 
New York City 
DANIEL J. HENNESSY 
Long Island Lighting Company 
New York City 
R. FRANKLIN Hurst 
New York City 
ALBERT J. LANSING 
Colgate-Palmolive-Peet Company 
Jersey City 
LEROY V. PORTER 
New York Central Lines 
New York City 
J. CALviN SHUMBERGER 
Lehigh Portland Cement Company 
Allentown, Pennsylvania 
H. H. WEINSTOCK 
New York Times 
New York City 
S. L. WHITESTONE 
General Electric Company 
Schenectady 














Last Day for “Windfall” Tax Returns 


Now December 15—Suit 


A suit to restrain collection of the 
so-called windfall tax is pending in 
the United States District Court for 
the Southern District of Indiana. It 
is Kingan & Company vs. Will H. 
Smith as Collector of Internal Reve- 
nue. District Judge Baltzell on Sep- 
tember 30 handed down an opinion 
denying the collector's motion to dis- 
miss the bill. 

Reference to the windfall tax was 
made by Mr. U. S. Greene in his 
article in THE CONTROLLER for Sep- 
tember, in which he suggested that 
the tax be paid under protest and a 
refund claim filed promptly. As an 
alternative, the suggestion was made 
that suits be entered in the Federal 
Courts to restrain collection of the 
taxes. 

Mr. Francis X. Butler, of Commerce 
Clearing House, calls attention to the 
fact that the last day for filing wind- 
fall tax returns was September 15, 
1936, but by Treasury Decision 4649 
it was extended to December 15, 1936. 
The tax is officially known as the ‘Tax 
on Unjust Enrichment.” 

The decision handed down by 
Judge Baltzell on September 30, 1936, 
reads: 


The bill of complaint in this action 
challenges the validity of certain provi- 
sions of the “Revenue Act of 1936.” It 
challenges especially the validity of Sec- 
tion 501 (a) Title III of such Act, known 
as the “Tax on Unjust Enrichment,” and 
designated in the bill of complaint as the 
“Recapture Tax.” 

It is alleged in the bill that the com- 
plainant is a New Jersey corporation hav- 
ing its principal place of business in the 
city of Indianapolis, Indiana; that it owns 
and operates packing plants in such city 
as well as at Richmond, Virginia, wherein 
it has packed most of its products of an 
annual average slaughter of more than 
one million hogs; that it has been, since 
May 12, 1933, a first domestic processor 
of hogs, as defined by an Act of Congress 
of that date known as the “Agricultural 
Adjustment Act.” The bill alleges in de- 
tail the payment by complainant of the 
taxes exacted under the provisions of such 
Act until the early part of the year 1933, 
at which time it refused to make further 
payments, and, on the 15th day of June 
of that year, filed suit in this court seek- 


ing to enjoin the collection of any fur- 
ther taxes thereunder. Such proceedings 
were had as resulted in the issuance of a 
permanent injunction in that cause by this 
court on the 3rd day of February, 1936. 
Upon motion of complainant, a temporary 
injunction was issued by this court enjoin- 
ing the collection of such taxes several 
months prior to the issuance of the per- 
manent injunction, by the terms of which 
complainant was required to deposit in 
designated banks the amount of taxes for 
which it was liable under such Act, condi- 
tioned, however, that such sums be re- 
turned to it if the Act was finally held 
to be invalid, otherwise, it was to be 
paid to the defendant. (Kingan & Com- 
pany v. Smith, Collector, 12 F. Supp. 329.) 
Prior to the issuance of the permanent in- 
junction, but subsequent to the issuance 
of the temporary injunction, the Supreme 
Court of the United States held the Act 
unconstitutional and void in that the ex- 
action imposed no valid tax, etc. (United 
States v. Butler, et al., 297 U.S. 1; 56 S. 
Ct. 312; So. L. Ed. 287.) After the Act 
had thus been invalidated, there was re- 
turned to complainant, by order of this 
court in such cause, the entire amount 
thus deposited, to-wit; $2,543,832.30. 

It is further alleged that the Act in 
question applies only to the taxable years 
ending during the calendar year 1935 and 
thereafter; that it applies only to those 
processors who refused to pay the exac- 
tion under the invalidated Agricultural 
Adjustment Act, and that its sole purpose 
is to evade the invalidation thereof and to 
recapture the greater portion of the taxes 
required to have been paid by the terms 
of such invalidated Act, which this com- 
plainant, as well as many others, refused 
to pay, of which payment they were re- 
lieved by order of this court and the 
money thus deposited returned to them. 
Complainant says that the tax thus 
sought to be levied and collected by vir- 
tue of the provisions of Title III of the 
Revenue Act of 1936, Section 501 (a), if 
levied and collected, will be wholly an 
arbitrary and capricious exaction and will 
be collected in violation of Article I, and 
of the Fifth, Tenth and Sixteenth Amend- 
ments to the Constitution of the United 
States. It further charges that defendant 
threatens collection of such illegal exac- 
tion by distraint, which will cause irrep- 
arable injury, as complainant has no 
adequate remedy at law to recover that 
which may be collected. 

The Revenue Act provides that a re- 
turn must be filed, and the tax due by 
virtue of the provisions of Title III 
thereof must be paid by complainant on 
or before September 15, 1936 for its tax- 
able year ending October 26, 1935. The 
bill of complaint was filed herein on Au- 
gust 6, 1936, and contains a prayer for 
a temporary injunction. Before the date 
assigned for a hearing upon the applica- 
tion for a temporary injunction the Gov- 


in Indiana 


ernment extended the time for filing the 
return and payment for a period of ninety 
days, hence the necessity for a hearing 
upon such application was obviated. 

The defendant filed a motion to dismiss 
the bill upon the ground that the court is 
without jurisdiction because, (1) Section 
3224 of the Revised Statutes of the United 
States (26 USCA 1543) prohibits the 
maintenance of a suit for the purpose of 
restraining the assessment or collection of 
a Federal tax, and (2) that it appears 
upon the face of the bill that the com- 
plainant has a plain, adequate and com- 
plete remedy at law. Subsequent to the 
presentation of such motion the complain- 
ant, on the 15 day of September, 1936, 
tendered for filing an amendment to its 
bill of complaint by the insertion of sub- 
division 1la immediately following sub- 
division 11 of the bill, as follows: 

“lla. That plaintiff's net income, as 
defined by said Act, from pork products 
sold by it on and before October 26, 1935, 
and made from its processing of hogs as 
to which it did not pay said processing 
tax was not less than $1,400,000 and its 
net income for the entire taxable year 
ending October 26, 1935, from the sale 
of pork products was not less than said 
sum; that the selling price of said tax un- 
paid pork products less the cost to plaint- 
iff of materials entering into said products 
and less plaintiff's average margin, as de- 
fined in said Act with respect to the 
quantity of said products was approxi- 
mately $1,400,000.” 

The defendant, in his brief, objects to 
leave being granted for the filing of this 
amendment because, (1) the motion to 
dismiss must be decided upon the plead- 
ing to which it is addressed, and (2) the 
amendment does not allege that the com- 
plainant is taxable under the Act com- 
plained of. 

While it is true that the amendment 
was tendered for filing subsequent to the 
filing of the motion to dismiss and the 
hearing thereon, yet, such proposed 
amendment does not add any additional 
burden upon the defendant and does not 
substantially affect the issues. The ques- 
tion of leave to file such amendment is 
addressed to the sound discretion of the 
court. It seems that no possible harm can 
result from leave being granted for its 
filing, while delay might be occasioned 
by a denial thereof. Therefore, com- 
plainant is granted leave to file the tend- 
ered amendment to its bill of complaint, 
and the court will take into consideration 
the averments contained in such amend- 
ment in passing upon defendant's notion 
to dismiss. 

In support of the motion to dismiss, 
defendant relies partially upon Section 
3224 of the Revised Statutes of the United 
States (26 USCA 1543) supra, which 
reads as follows: “No suit for the pur- 
pose of restraining the assessment or col- 
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lection of any tax shall be maintained in 
any court.” The courts of our country 
have been called upon to consider the 
force of this statute many times and un- 
der many circumstances. This court was 
called upon to consider the effect of the 
same statute in passing upon the motion 
to dismiss in the processing tax case of 
Kingan & Company v. Smith, supra. In 
that case the court was also confronted 
with the Amendment of August, 1935 of 
the Agricultural Adjustment Act, [Section 
21(a)] which attempted to take from a 
processor the right to maintain a suit in 
equity to restrain the collection of such 
tax. This court, however, overruled the 
contention of the defendant in that action 
and took jurisdiction and issued a tempo- 
rary injunction which was afterwards 
made permanent, following the decision 
of the Supreme Court in the case of 
United States v. Butler, et al., supra. 

The position of complainant, as shown 
by the averments in the bill of complaint, 
is similar to its position in its former case, 
that is, that the exaction required under 
the Act is not a tax in fact, but is an un- 
lawful exaction and is an attempt to col- 
lect from it a sum of money under the 
guise of a tax which the Supreme Court, 
in the case of United States v. Butler, et 
al., supra, had held to be invalid. This 
situation, complainant says, brings it 
within the rule announced by the Supreme 
Court in the case of Miller, Collector, v. 
Standard Nut Margarine Company, 284 
U.S. 498; 52 S.. Gt, 260; 76 L:. Ed, 422, 
and thus, Section 3224 of the Revised 
Statutes, supra, has no application because 
of the special and extraordinary circum- 
stances existing which bring the case 
“within some acknowledged head of 
equity jurisprudence.” If its position in 
this respect is true, it then has further 
support for the maintenance of this ac- 
tion in the case of Rickert Rice Mills, 
Inc. v. Fontenct, et al., 297 U.S. 110; 
56 S. Ct. 374; 80 L. Ed. 355, wherein the 
Supreme Court, speaking through Mr. 
Justice Roberts, said: “The exaction still 
lacks the quality of a true tax.” In that 
case the Supreme Court had previously 
restrained the collection of what was des- 
ignated as a tax under the Agricultural 
Adjustment Act, thus holding that the 
provisions of Section 3224, supra, did not 
apply to the exaction required under the 
terms of that Act. It is significant that 
the injunction was issued in that case by 
the Supreme Court after it had been de- 
nied by both the District Court and the 
Circuit Court of Appeals, but prior to 
its decision in the case of United States 
v. Butler, et al., supra. 

At the present stage of this proceeding 
the court must rely upon the averments 
contained in the bill of complaint to as- 
certain whether or not there exists such 
“special and extraordinary circumstances” 
as to confer jurisdiction upon a court of 
equity. The mere allegation of the in- 
validity of the Act under consideration 
standing alone, is concededly insufficient 
to confer such jurisdiction. The rule, how- 
ever, is also recognized that in cases 
where it is shown “in addition to the il- 
legality of the exaction in the guise of 
a tax there exists special and extraordi- 
nary circumstances sufficient to bring the 


case within some acknowledged head of 
equity jurisprudence, a suit may be main- 
tained to enjoin the collector.” Méiller, 
Collector, v. Standard Nut Margarine 
Company, supra. See also, Dow v. City 
of Chicago, 11 Wall. 108; Regal Drug 
Company v. Wordel, 260 U.S. 386; 43 
S. Ct. 152; 67 L. Ed. 318, Hill v. Wallace, 
259 U. S. 44; 42 S. Ct. 453, 66 L. Ed. 822. 
In the instant case, the complainant does 
not reply solely upon the invalidity of 
the Act to entitle it to seek relief in a 
court of equity, but its bill contains alle- 
gations which, if true, disclose circum- 
stances which are rather exceptional and 
extraordinary and bring it squarely 
within the rule announced in the case of 
Miller, Collector, v. Standard Nut Mar- 
garine Company, supra. The provisions 
of Section 3224, Revised Statutes, supra, 
therefore, have no application and do not 
prevent the maintenance of this section. 

It is the contention of complainant that 
the Act in question is simply a substitute 
for the invalidated Agricultural Adjust- 
ment Act; that the only persons affected 
by this Act are those who refused to pay 
the exaction demanded by virtue of the 
provisions of that Act; that the taxes at- 
tempted to be collected under the present 
Act are a major portion of the fund re- 
turned to complainant by order of this 
court in the case of Kingan & Company v. 
Smith, supra, and that the purpose of the 
levy under the present Act is the same as 
under the invalidated Act, and any money 
thus collected is to be used to pay a de- 
ficiency created by the diversion of other 
funds to pay the rentals and benefits under 
the invalidated Act. It is further con- 
tended that the exaction under the chal- 
lenged Act is illegal, is not in fact a tax, 
but is an attempt to recapture practically 
eighty per cent. of the money that was 
returned by order of court in the previous 
action, and that if such money is paid, 
there is no legal method by which it may 
be recovered. 

It is the duty of the court to accept as 
true the allegations of the bill of com- 
plaint for the purpose of considering the 
motion to dismiss. Such allegations are 
sufficient to justify the conclusion that com- 
plainant has no adequate remedy at law. 
If it is compelled to pay the taxes exacted 
under the Act, it is extremely doubtful 
whether it could maintain an action for 
their recovery even though the Act should 
afterwards be adjudged invalid. A remedy 
at Law, in order that it may be adequate, 
must be plain, complete and beyond doubt. 
As was said by the Supreme Court, in the 
case of Davis v. Wakelee, 156 U. S. 680; 
15. S. €t, 555: 39-1. Ed. S78; “Kt. isa 
settled principle of equity jurisprudence 
that, if the remedy at law be doubtful, a 
court of equity will not decline cognizance 
of the suit. Royce v. Grundy, 3 Pet. 210; 
Watson v. Sutherland, 5 Wall. 74, 79; 
Rathbone v. Warren, 10 Johns. 587; King 
v. Baldwin, 17 Johns. 384; American In- 
surance Co. v. Fisk, 1 Paige Ch. 90; 
Teague v. Russell, 2 Stew. (Ala.) 450; 
Southampton Dock Co. v. Southampton 
Harbour Board, L.B. 11 Eq. 254; Wey- 
mouth v. Boyer, 1 Ves. Jr. 416. Where 
equity can give relief plaintiff ought not to 
be compelled to speculate upon the change 
of his obtaining relief at law.” See also, 
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Union Pac. R. R. Co. v. Weld County, 
247 U. S. 282; 38 S. Ct. 510; 62 L. Ed. 
1110. 

The other reasons assigned by defendant 
for sustaining his motion to dismiss have 
been considered, but are believed to be in- 
sufficient to warrant favorable action there- 
on. 

The motion to dismiss will be overruled. 


Two Organizations 

(Continued from page 310) 
the future and guard against appro- 
priation of its name by any other body. 
These amendments were adopted by 
the American Society of Certified Pub- 
lic Accountants thus giving practical 
assurance of the future existence of 
but one national organization of pub- 
lic accountants. 

Negotiations leading up to the 
amalgamation of the two organiza- 
tions named have been in progress for 
about three years. They were carried 
on by committees representing the two 
organizations. A meeting of the two 
committees took place November 19, 
1934, on which general agreement was 
reached on the most important pro- 
visions of the plan. These provisions 
were taken back to the respective or- 
ganizations and studied in detail, and 
another meeting of the joint commit- 
tees was held April 6, 1935. 

The name by which the new organi- 
zation will be known is yet to be de- 
termined, but aside from that and one 
or two other details, the plan seems to 
be acceptable to the members of both 
organizations. 

Robert H. Montgomery was elected 
president of the American Institute of 
Accountants at the meeting in Dallas. 
Vice-presidents elected are: Charles F. 
Rittenhouse, of Massachusetts, and Ed- 
win H. Wagner, of Missouri. Arthur 
W. Teele, of New York, was re-elected 
treasurer. 

The uniting of these two organiza- 
tions represents a most important de- 
velopment in the field of accountancy. 
Proposals that such an amalgamation 
be effected date back as far as 1924. 
It is believed that the membership of 
the new single organization will be 
between 4,000 and 4,500, and that 
practically all of them will be certi- 
fied public accountants. 











DITTO COPIES 


right from your 
original writing, 
typing or drawing; 
no stencil—no type 

PPLY this basic fact to your 


own routine operations. Think 
of Ditto not alone in terms of 
“copies” of memos, bulletins, price 
sheets, but as a quick, easy solution 
of real knotty problems—how to 
eliminate several typing operations 
in your order system, or payroll 
routine; how to make big cuts in 
supply bills and clerical help, as 
well as how to simplify and speed 
up the whole routine. 

Ditto is more than the quickest, 
cheapest way to duplicate. It is a 
better method which handles many 
jobs that no other method can 
even attempt. 


“Free LG 


Many money-saving 
uses for Ditto are in- 
terestingly described 
in our new book 
‘*Copies —Their 
Place in Business.” 
Write for a copy— 
no obligation. 






THE ONE WRITING SYSTEM 


* DITTO + DITTO.» 


DITTO Mc. 


2205 W. HARRISON STREET, CHICAGO, ILL. 
Please send me your new book ‘‘Copies—Their 


Place in Business,” telling how Ditto will save 


money in my business. No obligation. 


Concern __-- 
OS ae 


Address 
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NOTICE OF DEDUCTIONS 
FROM WAGES 

Under the heading, “Notice to Em- 
ployees—This Vitally Concerns You,” 
the notice reproduced below was sent 
by the United Engineering and Foun- 
dry Company of Pittsburgh to its em- 
ployees, to notify them of the deduc- 
tion of 1 per cent. of their wages, up 
to $3,000, which is to begin with 
January 1, 1937: 


The Social Security Act was passed by 
the Seventy-fourth National Congress in 
1935 and was approved and signed, Au- 
gust 14, 1935, by Franklin Delano Roose- 
velt, President of the United States. Title 
VII of the Act, carrying the subject 
“Taxes with Respect to Employment,” 
refers to “Income Tax on Employees.” 

This law imposes a tax on the wages 
of each and every employee of UNITED, 
graduated as follows: 


For the calendar years 1937, 
1939, 1 per cent. 

For the calendar years 1940, 
1942, 114 per cent. 

For the calendar years 1943, 
1945, 2 per cent. 

For the calendar years 1946, 
1948, 21/4 per cent. 

For the calendar year 1949 and _ subse- 
quent calendar years, 3 per cent. 


See Section 801, and please note that 
the Social Security Act embodies per- 
manent, not emergency legislation. 

Section 802 (a) makes it mandatory 
upon your employer to deduct the tax 
from your wages (up to $3,000 for any 
calendar year)—see Section 811 (a)—and 
pay it into the Federal Treasury. 

This tax payment shall not be allowed 
as a deduction to you as a taxpayer in 
computing your net income for the year— 
see Section 803; which means that in ad- 
dition to the tax you pay by payroll de- 
duction, you also pay a tax on this tax 
when you file your Individual Income 
Tax Return. 

This notice is to inform you fully, that 
when you receive your first pay check or 
envelope in January 1937, covering pay- 
ment of wages earned, the payment will 
be one per cent. (1%) short of the 
amount earned. This tax deduction will 
continue throughout the year 1937 and 
each year thereafter, in accordance with 
Section 801, while the Social Security Act 
is in force. 

Your attention is directed to Section 
811 (b)—(1) to (8) inclusive—which in- 
dicates service performed by individuals 
who are exempted from the payment of 
this Income Tax on their wages, while 
YOU are obliged to pay the tax. 

In order to acquaint you, further, with 
that portion of Title VIII “Taxes with 
Respect to Employment” which affects 
you as an employee, these sections taken 
verbatim from the Law, are quoted below. 


Following this announcement, Sec- 
tion 801, Section 802 (a) and (b), 
Section 803, and Section 811, (a) and 
(b), of the Social Security Act, were 
reproduced. 
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WITH DITTO 
data written at branch 


office can be copied 
at the home office 


Without Rewriting 


| ipoee which you never thought of 
as duplicating jobs, Ditto handles 
easily, quickly, economically. For 
example, orders and reports typed 
at your branch office can be mailed 
to your home office and reproduced 
without rewriting. Additional in- 
formation may be added to the re- 
ports at the home office before they 
are duplicated. 

Hundreds of wholesalers equip 
their salesmen with Ditto copying 
pencils and order pads for writing 
their orders. This original, written 
by the salesman in the field, is sent 
direct to the home office where all 
necessary copies are made for fill- 
ing, shipping and billing the order. 


Fx 22 / 


You will find many 
other interesting ex- 
amples of Ditto’s re- 
markable flexibility 
in our book ‘‘Copies 
—Their Place in 
Business "’ Write for 


DITTO Suc. 1) 


2206 W. HARRISON STREET, CHICAGO, ILL. 
Please send me your new book ‘Copies —Their 
Place in Business,”’ describing Ditto’s great flexi- 
bility. No obligation. 
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Treasury Clarifies Computing of Tax 


on Payments to Salesmen 


Two questions asked recently by 
members of The Controllers Institute 
of America, for submission to the Bu- 
reau of Internal Revenue, have brought 
forth replies from the Bureau which 
serve to clarify the problems arising 
under the Social Security Act in the 
matter of computing the unemploy- 
ment insurance tax to be paid on com- 
pensation paid to salesmen. 


The first question read: 


“Our salesmen own their cars which 
they use on our business. In addition to, 
and separately from their salaries, we pay 
them $15.00 per week for the use of their 
car. This is paid regardless of the mileage 
involved, and no details pertaining to 
their car expenses are submitted by the 
salesmen. 

“Are these payments subject to the 
tax?” 


Reply: 

‘Reference is made to your letter of 
July 9, 1936, addressed to the Social 
Security Board and referred to this 
office for reply, in connection with an 
inquiry received by you from one of 
your Institute members regarding the 
liability of the member, under the So- 
cial Security Act, for payments in addi- 
tion to their salaries, made to its 
salesmen for the use of their cars in 
the member's business. 

“Section 907 (b) of the Social Se- 
curity Act provides that the term 
‘wages’ means all remuneration for em- 
ployment. The name by which such 
remuneration is designated is imma- 
terial. The basis upon which the re- 
muneration is payable, the amount of 
remuneration, and the time of pay- 
ment, are immaterial in determining 
whether the remuneration constitutes 
wages. Amounts paid to traveling 
salesmen and other employees as al- 
lowance or reimbursement for travel- 
ing or other expenses incurred in the 
business of the employer constitute 
wages only to the extent of the excess 
of such amounts over such expenses 
actually incurred and accounted for by 
the employee. 

“It will, accordingly, be necessary 
that your member report as wages all 


remuneration to employees contracted 
for as wages as well as reimbursement 
for expenses, after deducting there- 
from the actual amount of the travel- 
ing and other expenses incurred by the 
salesmen in transacting the member's 
business. 

“It will also be necessary for your 
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member’s employees to account to it 
for the expenses actually incurred by 
them in connection with the member's 
business, otherwise the full amount 
payable to them under the contract 
for employment will be regarded as 
wages for the purpose of the tax. 
“There is enclosed herewith a copy 
of Regulations 90 relating to the excise 
tax on employers under Title IX of 
the Social Security Act. Attention is 
invited to articles 207, 208 and 209 
(Please turn to page 319) 





Mr. Controller: 


Social Security Act? 


by addressing 


Are you interested in knowing what the average 
cost per clerk should be, based on the experience 
of others, in relation to your rent and overhead? 

Are you interested in knowing whether the price 
you are paying for the volume of papers handled 
in your filing department is reasonable or not? 

Are you interested in the necessary payroll and 


employee history records for operation under the 


Are you interested in knowing whether you 
have properly insured the important and neces- 


sary business records of your Company? 


You can secure answers to the above and many 


other questions, without obligations on your part, 








GHAW-WALKER 
MUSKEGON, MICHIGAN 


Dealers and Branches in all Principal Cities 
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Entrance to Harris-Seybold-Potter Building 


O PRACTICAL business men, results are more 

convincing than rhetoric. The following letter 
is concerned with results obtained by a typical 
“Comptometer” user: 


“Less than two years ago, a decision was made to 
handle all our figure work on ‘Comptometers,’” writes 
Mr. H. B. Markle, Office Manager of the Harris-Seybold- 
Potter Company, manufacturers of printing presses and 
paper-cutting machinery in Cleveland, Ohio. 


“As a result, we are now turning out twice the volume 
of figure work with the same number of figuring clerks. 


“Monthly reports previously compiled on the 11th of 
the following month are now ready on the 5th — six 
days earlier. Overtime has been eliminated. 


“These savings can be credited to the speed and 
accuracy of the ‘Comptometer’ and trained operators, 


Model j “Comptometer” 


because our figure-work routines have not been changed 
materially. 


“Quite naturally, we are sold on the value of stand- 
ardizing on ‘Comptometers.’ ” 


Hundreds of large and small concerns achieve 
similar results with the ““Comptometer.” The broad 
flexibility and speed of the “Comptometer” make it 
a valuable economic factor in handling the account- 
ing work involved in the Social Security Act. 


If speed, accuracy, and economy in handling 
figure work are essential to the efficient conduct of 
your business, telephone the “Comptometer” office 
in your locality. Or write direct to Felt & Tarrant 
Mfg. Co., 1734. N. Paulina Street, Chicago, Illinois. 


COMPTOME'TER 


gi 


S. Pat. Off. 











Treasury Clarifies 
(Continued from page 317) 
dealing with the subject of wages, and 
atticle 307 regarding the keeping of 

records for tax purposes. 
“Regulations under the taxing pro- 
visions of Title VIII of the Social 
Security Act are now in the course of 
preparation and when available may 
be obtained from the collector of in- 
ternal revenue for your district.” 


The second question read: 


“Since the Federal Regulations state 
that the ‘Measure of the tax is the total 
amount of wages payable by an employer 
with respect to employment during the 
calendar year, regardless of the time of ac- 
tual payment,’ may an employer be al- 
lowed to adopt and hold consistently to 
the method of reporting wholly on the 
basis of the earnings of Salesmen, rather 
than on the basis of payment settlements? 
By earnings is meant the amount earned 
based on sales made, regardless of whether 
the Salesman is paid before (as in the case 
of drawing account advances) or after (as 
in the case of deferred commission pay- 
ments) such event. Even though this 
might in some cases mean the payment of 
tax in advance, it is felt that this would 
greatly simplify the procedure of record- 
keeping, show definitely what items have 
been taxed, and eliminate the element of 
double taxation which arises over the 
doctrine of certain local-law regulations 
to the effect that the earnings, or the pay- 
ments including advances against future 
earnings, whichever is greater, within a 
period, is the amount to be taxed.” 


Reply: 

“Your attention is invited to article 
307, Regulations 90, which provides 
that every person subject to tax under 
the Social Security Act shall, during 
the calendar year 1936 or any calendar 
year thereafter, for each such calendar 
year, keep such permanent records as 
are necessary to enable him to show 
the information required by the pre- 
scribed return and to substantiate the 
information shown by the return if 
called upon to do so. No particular 
method of accounting or form of rec- 
ord is prescribed by the Bureau. Each 
person may adopt such records and 
such method of accounting as may best 
meet the requirements of his own busi- 
ness provided that they clearly and ac- 
curately show the complete informa- 
tion required. 

“Attention is also invited to section 
907 (b) of the Act which provides 
that the term ‘wages’ means all re- 
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Edison says this to responsible execu- 
tivesand professional men and women: 

“Our records prove that whenever 
and wherever an office has adopted 
Ediphone Voice Writing, the busi- 
ness capacity of its dictators and sec- 
retaries has increased at least 20%, 
and often as much as 50%. Each case 
of increased capacity has been ac- 
companied by a decrease in physical 
and mental effort. 

“So positive is Edison that the busi- 
ness capacity of your organization can 
be increased 20% to 50% — without 
increased effort — 
that we will place 
a new Pro-technic 


Ediphone at your 





desk, and at the desks of anyone else 
in your office. Without disturbing 
your ordinary routine, you will have 
an opportunity to learn how effec- 
tively Voice Writing speeds the flow 
of work . . . how it saves time . . 
how it makes money for you. 
“Until you are completely satisfied 
that Voice Writing ‘delivers,’ you pay 
nothing. You obligate yourself in no 
way! You can’t lose! THAT is the 
basis of the New Edison ‘You- 
Pay-Nothing’ Plan.” For further de- 
tails of this astonishing offer, Tele- 
phone The Edi- 
phone, Your City, 
or write direct to — 


Edivon. 
INCORPORATED 


ORANGE, N.J. U.S.A. 


* WORLD-WIDE VOICE WRITING SERVICE% 
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muneration for employment. Article 
209, Regulations 90, provides that the 
total wages payable by an employer to 
his employees with respect to employ- 
ment during any calendar year shall 
include items payable and actually 
paid during the calendar year and items 
payable but not actually paid during 
the calendar year. Items actually paid 
include cash and the fair value, at the 
time of payment, of all items other 
than money. Items payable but not 
actually paid include the amount of all 
remuneration agreed by the employer 
to be paid to the employee; the fair 
and reasonable value of all services 
performed with respect to employment 
during the calendar year, if there is no 
agreement between the employer and 
the employee as to the amount of re- 





\VVABI-IYPER, . 
| stenographer a TYPE-COMPOSER 





Now.... you can save 
HALF your costs in 


[1] PHOTO OFFSET PRINTING 
| [2] STENCIL WRITING 
| [3] CHEMICAL AND GELATIN DUPLICATING 


sizes and various type faces. 





17 Park Place 


Your stenographer can now compose the reading matter for 
your printing and duplicating ... . 
the very next thing to printer’s type in layout, spacing, type 


The Vari-TyPER COMPOSING UNIT is simple and swift in opera- 
tion permitting average savings of more than fifty per cent. on 
your printing costs. At the same time the quality of the fin- 
ished job is stepped up in appearance making your present 


equipment or methods produce a better job for less money. 
Send for literature and specimens 


RALPH C. COXHEAD CORPORATION 


Manufacturers 


muneration for such services; the fair 
estimated amount of all remuneration, 
if the basis of such remuneration has 
been agreed upon between the em- 
ployer and the employee but the exact 
amount ultimately to be paid cannot 
be determined until a subsequent year ; 
and the pro rata or other amount, 
fairly estimated or allocated, of the 
total remuneration agreed to be paid 
by the employer to the employee, if 
such total remuneration is for services 
rendered in part in the calendar year 
and in part in a different year or years. 

“When the remuneration for serv- 
ices performed in a calendar year is 
paid, or when an obligation to pay 
such remuneration arises, in a subse- 
quent calendar year, the employer is 
required to advise the collector under 


makes your 


reading matter which is 


New York, N. Y. 





The Controller, November, 1936 


oath of the amount thereof, if not re- 
ported in the return for the calendar 
year during which the services were 
performed (and to pay any tax with 
respect thereto at the rate in effect for 
the calendar year during which the 
services were performed). 

“In the event the foregoing does 
not constitute a satisfactory reply to 
the inquiry presented, further consid- 
eration will be given to the matter 
upon receipt of additional information 
embracing all the pertinent facts sur- 
rounding a specific case.” 

Both replies were signed by Mr. 
L. K. Sunderlin, as Head of Division, 
for Mr. Charles T. Russell, Deputy 
Commissioner. 


UNIFORM ACCOUNTS FOR 
OIL INDUSTRY 

The Board of Directors of the 
American Petroleum Institute has pub- 
lished a uniform system of accounts 
for the oil industry, with revisions to 
June 30, 1936. 

The material was prepared by the 
Institute’s General Committee on Uni- 
form Methods of Oil Accounting, of 
which Mr. F. S. Reitzel, of the Sun 
Oil Company, Philadelphia, is chair- 
man. Mr. Reitzel is a member of The 
Controllers Institute of America. 

The uniform system of accounts for 
the oil industry includes a balance 
sheet, with chart of accounts and texts; 
a chart of fixed assets and reserve ac- 
counts relating thereto, with text; in- 
come account and earned surplus ac- 
count, with text; chart of income and 
cost and expense accounts, with text; 
uniform method of valuing petroleum 
inventories. 

Several members of the Controllers 
Institute of America are members of 
the General Committee, which is made 
up of representatives of the five re- 
gions. 


CONFERENCE ON 
MARKETING 

What is described as a ‘‘laboratory 
conference on marketing” is announced 
by the American Management Asso- 
ciation to be held November 12 and 
13 at Hotel Pennsylvania, New York 
City. 
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COMING MEETINGS 
OF CONTROLS 

November 9 Cincinnati 
November 10 Cleveland 
November 11 Detroit 
November 17 Sv. Louis 
November 19 Los Angeles 
November 19 New York 
November 19 San Francisco 
November 23 Philadel phia 
November 23 Pittsburgh 
November 24 Chicago 
November 24 New England 











RECENT MEETINGS 
OF CONTROLS 


Chicago 

The Chicago Control met October 30 
and was addressed by Colonel Edgar S. 
Gorrell, president, Air Transport Associa- 
tion of America. He spoke on ‘The Air 
Transport Industry.” 

Colonel Gorrell is a graduate of West 
Point and in 1915 was granted expert 
pilot’s license No. 39. He was a member 
of the first Aero Squadron and saw ac- 
tive service in Mexico. He was in active 
service Overseas and returned as Chief of 
Staff of the Air Service of the A.E. F. 
with the title of colonel. He received 
several decorations, including the Distin- 
guished Service Medal. He served sev- 
eral years on the General Staff of the War 
Department at Washington after the 
World War. 


Cincinnati 


A regular meeting of the Cincinnati Con- 
trol was held October 20 at the Hotel 
Alms with eighteen members and guests 
in attendance. 

The meeting was addressed by Mr. James 
G. Manley, head of the Law Department 
of the Industrial Association of Cincinnati. 
His subject was ‘“The New Price Discrimi- 
nation Law (Robinson-Patman Act) Ef- 
fective June 19, 1936.” Mr. Manley’s ad- 
dress was exceptionally interesting and was 
followed by a discussion. 

The Board of Directors of the Control 
met briefly following the regular meeting. 
It voted to hold the November meeting on 
the second Tuesday of the month and 
chose as the subject “The New Federal 
Tax Act, 1936.” 

_The Admissions Committee, consisting 
of Messrs. Herbert W. Boal, George F. 
Brenner and George H. Landwehr, was also 
constituted a Membership Committee, with 
the secretary serving in the capacity of an 
alternate. 

Mr. A. F. Dawson of the Cincinnati Gas 
and Electric Company addressed a meet- 
ing of the Control September 29 on “'Re- 
cent Developments in Connection with the 
Federal Social Security Act.” 


Arrangements were made by the Board 
of Directors in a meeting immediately fol- 
lowing that of the Control for a luncheon 
at the Paradise Cafe Lounge, Hotel Gib- 
son, to be held on Thursday of each week. 


Cleveland 

A meeting of the Cleveland Control was 
held October 13 at the Hotel Cleveland, 
with President J. J. Anzalone in the chair. 
Mr. Anzalone gave a detailed report of 
the proceedings and activities of the Fifth 
Annual Meeting of The Institute in New 
York City. 

The subject for discussion was ‘‘Depre- 
ciation and Treasury Decision 4422 Relat- 
ing Thereto.” Mr. T. J. Tobin, newly 
elected controller of the Erie Railroad 
Company, led the discussion from the point 
of view of a railroad, saying that the rail- 
roads used an individual rate of depre- 
ciation, based on experience, for each class 
of equipment, which results in a composite 
rate, this being the procedure prescribed 
by the Interstate Commerce Commission. 
Mr. Tobin remarked that it remains to be 
determined whether or not the Internal 
Revenue Commissioner will accept this pro- 
cedure in the light of Treasury Decision 
4422. 

Mr. M. W. Thernes led a discussion on 
depreciation as applied to utilities, saying 
that their procedure was similar to that 
used by the railroads. 

Mr. A. M. Dewey led a discussion with 
reference to industrial procedure and de- 
scribed the plant ledger used by The 
Joseph & Feiss Company. He reported that 
the procedure and rates used by his com- 
pany have been accepted by the Revenue 
Department. 

The Control voted to conduct an informal 
luncheon meeting each Thursday, a prac- 
tice that is followed by many of the Con- 
trols. These luncheon meetings are sepa- 
rate and apart from the monthly meetings 
and discussions. 


Detroit 

Mr. Raymond H. Berry, Chairman of 
the Tax Committee of the Detroit Board 
of Commerce, and a member of the Tax 
Committee of the Chamber of Commerce 
of the United States, addressed the Detroit 
Control at a meeting held October 14 at 
the Wardell Hotel. Mr. Berry was con- 
nected with the Internal Revenue Depart- 
ment at Washington for several years, and 
later served as tax consultant of the De- 
troit Trust Company. He reviewed the 
essentials of the Federal Revenue Act of 
1936, after which the meeting was thrown 
open for questions and discussion. 

Several members of the Control, who at- 
tended the Fifth Annual Meeting of The 
Controllers Institute of America in New 
York City, October 5 and 6, made reports 
on the proceedings of the Annual Meeting. 


New England 
The New England Control met October 
20 at the University Club, Boston. The 
subject for discussion was, ‘Important 
Phases of the 1936 Revenue Act, with Par- 
ticular Reference to the Undistributed Prof- 
its Tax.” The speaker was Mr. Edwin E. 


Wakefield, in charge of tax matters for 
the Boston office of Lybrand, Ross Bros., 
& Montgomery. A round table discussion 
followed the address. Mr. Wakefield is a 
member of the bar, as well as a certified 
public accountant, and his long experience 
with tax problems, of both a legal and 
accounting character, enabled him to pre- 
sent in detail matters of exceptional inter- 
est with respect to the provisions and ap- 
plication of the new tax law. 


New York City 

_Dr. Walter E. Spahr, secretary-treasurer 
of the Economists National Committee on 
Monetary Policy, and chairman, Depart- 
ment of Economics, School of Commerce, 
New York University, addressed the New 
York City Control at a meeting held Oc- 
tober 29, at Hotel Montclair, on ‘The 
Meaning and Significance of Devaluation 
Abroad.” 

President H. F. Elberfeld announced ap- 
pointments of several committees and con- 
gratulated the members of the New York 
City Control for their part in making the 
Fifth Annual Meeting of The Institute 
such an outstanding success. 

The paper presented by Dr. Spahr ap- 
pears in this issue of THE CONTROLLER. 


Philadel phia 

The meeting of the Philadelphia Control 
held October 26, at the Penn Athletic Club, 
was devoted to a review of the proceedings 
and activities of the Fifth Annual Meeting 
of The Controllers Institute of America. 
Mr. A. S. Corson was chairman of the 
meeting. Many of the twenty-five members 
of the Philadelphia Control who attended 
the Annual Meeting contributed to the 
resumé of the proceedings, with special 
reference to the Federal Revenue Act of 
1936, the Robinson-Patman Anti-Price Dis- 
crimination Act, and Social Security Laws 
and their Administration. A general dis- 
cussion of these subjects rounded out the 
program. 

The Program Committee of the Phila- 
delphia Control composed of Mr. A. S. 
Corson, Chairman, Mr. T. W. Dinlocker, 
and Mr. M. G. Myrelius, has issued a call 
to members of the Control, asking them to 
indicate what subjects they would like to 
have discussed at the monthly meetings 
during the year. The Committee submitted 
to the members a list of thirteen proposed 
subjects, with a request that members in- 
dicate the ones in which they are most 
deeply interested, and that they also send 
a memorandum of any other suggested 
subjects. The list submitted to the mem- 
bers is: 


1. Robinson-Patman Act. 

2. Social Security Act. 

3. Federal Taxes. 

4. State Taxes. 

5. Budgets. 

6. Standard Costs. 

7. Distribution Costs. 

8. Graphic Presentation. 

9. Depreciation and Obsolescence for Tax 
Purposes. 

10. Fixed Capital Records. 
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. Controllers’ Responsibilities and Oppor- 
tunities. 

. Problems for Registration under Securi- 
ties Act of 1933. 

. Control of Personnel. 


The Program Committee also is arrang- 
ing a series of luncheon discussion meet- 
ings to cover subjects of interest only to 
certain groups of members. It is expected 
that these meetings will be in groups of 
approximately eight or ten. 


Pittsburgh 

The Pittsburgh Control met September 
28 at the South Hills Country Club. Vice- 
President E. A. Berry was in the chair. The 
annual report of the treasurer, Mr. E. W. 
Scheibler, was read by the secretary, Mr. 
John L. Glenn, and approved by vote of 
the members. 

The secretary reported that between Au- 
gust, 1935, and September, 1936, eight 
members had been added to the list of the 
Pittsburgh Control and four members had 
been lost by death, transfers, and resigna- 
tion. 

Mr. Roscoe Seybold, vice-president and 
controller of the Westinghouse Electric and 
Manufacturing Company, addressed the 
meeting on “Incentives for Key Men.” The 
address was followed by a general discus- 
sion. 

Mr. P. J. Urquhart, president of the 
Control during the year which ended with 
September, spoke briefly on the progress of 
the Control during his administration. 


St. Louis 

The St. Louis Control met October 27 at 
the Missouri Athletic Association with 
Mr. R. O. Monnig, vice-president, in the 
chair. 

A meeting of the Program Committee 
was held October 23 at which plans were 
made for the programs for the current year. 
Mr. D. D. Thomas is chairman of the 
Program Committee. 


San Francisco 
Mr. J. H. MacDonald of the National 
Broadcasting Company, New York City, 
attended a meeting of the San Francisco 
Control on October 22 and made a detailed 
report of the proceedings of the Fifth An- 
nual Meeting of The Institute. 


San Francisco 
President E. V. Mills of the San Fran- 
cisco Control at a meeting held September 
24 announced appointment of chairmen of 
committees as follows: 
Membership Committee, 
J. R. McKee, Chairman 
Admissions Committee, 
C. C. Gibson, Chairman 
Program Committee, 
A. T. Saunders, Chairman 
Entertainment Committee, 
A. L. Bennett, Chairman 
Publicity Committee, 
C. E. Schink, Chairman 
Tax and Legislative Committee, 
C. A. Smith, Chairman 
The chairmen were authorized to draft 
the services of other members to assist 
them. 


Mr. Alexander R. Heron, formerly Di- 
rector of Finance for the State of California, 
and at present an executive of the Crown- 
Zellerbach Corporation, was the speaker of 
the evening. His subject was “Shaping a 
Corporate Labor-Relations Policy To Meet 
Economic Trends.” 

The meeting was well attended and 
nearly all those present took part in the 
discussion which followed the address. 


William M. Bonesteel 


Mr. William M. Bonesteel, secretary- 
treasurer of the American Window Glass 
Company, Pittsburgh, until his resignation 
six months ago, died suddenly of apoplexy 
on October 6, 1936, aged 56 years. 

Mr. Bonesteel had but recently . (Janu- 
ary, 1936) been elected to membership in 
The Controllers Institute of America, and 
in the Pittsburgh Control. His membership 
certificate was number 626. Though well 
known to and respected by members of the 
Pittsburgh Control, he had not had an op- 
portunity to attend an annual meeting and 
so did not make the acquaintance of many 
of The Institute outside of Pittsburgh. The 
Pittsburgh Control sent flowers to the fam- 
ily, with a card of condolence. 


PRAISES CONDUCT OF 
ANNUAL MEETING 


To Managing Director: 


Please let me congratulate you on the 
excellent conduct of the Annual Meeting, 
which to my mind is by far the best an- 
nual meeting which we have had. The 
smoothness and dispatch with which the 
various sessions were handled is a tribute 
to your good management, and the uni- 
formly close interest which was manifested 
by the members in the subjects at the var- 
ious sessions is proof of the practical 
value of The Institute’s work. 


DoNaALD B. WEBSTER, Controller 


The Garlock Packing Company, 
Palmyra, New York 


October 8, 1936 


EXECUTIVE 


Seeks new connection. Former Secretary and 
Treasurer of successful paper specialty manu- 
facturer and its paper jobbing subsidiary com- 
pany is available immediately. Has had 15 
years’ experience in financial and factory ac- 
counting; budgetary control; cost work; Federal 
and State taxes; coordination of internal ac- 
counting systems; etc. Four years’ experience 
in Public Accounting. Well versed with mod- 
ern industrial engineering practices and pro- 
cedures; the Social Security Act; Robinson- 
Patman Act. Received his legal training at the 
Y. M. C. A. Law School; technical training at 
the Ohio Mechanics Institute and also studied 
a special technical course at Harvard Univer- 
sity. His age is 40 and married. If interested 
in such a man please address: G. H. Landwehr, 
3008 Springer Ave., Hyde Park, Cincinnati, 
Ohio. 








OPENING FOR ACCOUNTANT 


Excellent opening for experienced ac- 
countant, to act in capacity comparable to 
position of assistant controller. Prefer 
one graduated from recognized college 
specializing in business administration 
courses. Age limits 29 to 33. 

Location New England. High grade in- 
dustrial, manufacturing small metal prod- 
ucts. Gentile organization. 

Apply in own hand-writing, giving full 
personal information together with full 
details as to education and experience. 
red to Number 45, care “The Control- 
er. 


Services Available 


Services available, man with nineteen 
years of experience as cost accountant, 
bookkeeper, cashier, general accountant, 
office manager, public accounting, assist- 
ant secretary and treasurer. Age 38, mar- 
tied, public and high school graduate. 
One year at New York University, com- 
pleted accounting course at private school. 
Number 65. 


Controllers Available 


A man thoroughly trained in banking 
work, domestic and foreign, also in audit- 
ing and accounting, is available. He speaks 
French fluently and has a knowledge of | 
Spanish. Was five years auditor of one 
of New York’s larger banks. Served in 
the army for a year. Served as auditor of 
the Paris office of one of the larger banks 
of New York City and spent sixteen years 
as assistant controller of that bank at home 
and abroad. Familiar with tax work and 
credits. Number 46. 


OPENING WANTED 


TREASURER-COMPTROLLER 
Sales-minded executive, seasoned and ex- 


perienced for today’s problems, desires 
connection with a sound, progressive or- 
ganization. Proven record. Number 150. 


Position Wanted 
as Controller or Assistant 


Accountant, age 39, with nineteen years 
of thoroughly diversified business account- 
ing experience, including auditing, installa- 
tion work, tax protests and appeals, and | 
cost accounting, desires position as con- 
troller or assistant controller. His experi- 
ence includes more than twelve years with 
one of the leading accounting firms, during 
which period he has been in charge of 
examinations of accounts of many types 
of business organizations in many lines of 
industry, including iron and steel, textiles, 
public utilities, shoes, woodworking and 
mining. Is a certified public accountant of 
Pennsylvania and member of the American 
Institute of Accountants. Number 155. 
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800 Rooms 


with baths, showers, 
radios 


Single from $3.00 
Double from 4.00 
Double, twin beds 4.50 


Suites from 5.00 


Casino Montclair 
Breakfasts from 30c 
Luncheon from 65c 
Dinner from $1.50 
Supper from 7ic 
Never a Cover Charge 


TWO ORCHESTRAS Rooms decorated in 


Dancing from Cock- “shipshape’’ manner 
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Beer ere yan eerie et 


for the nautical 


tail time to closing. 
minded. 


HOTEL MONTCLAIR 


Lexington Avenue at 49th Street 
NEW YORK CITY 


A Truly American Hotel with American Traditions 


“Monthly Meeting Place of the New York City Control” 
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FOR 1936 TAXPAYERS 


Little time remains in which to arrange your corporation’s af- planation of tax savings procedures in respect to all classes of fed- 
fairs with reference to the most advantageous tax effects under eral, state and local taxes; (2) shows the inter-relation of all 
the new Revenue Act of 1936 which dates back to January 1, forms of personal, corporate and business transactions with re- 
1936, in its application to incomes of taxpayers reporting on the spect to multiple tax consequences; (3) discusses and illustrates 
calendar year basis. It is important to note that under the Regu- conflicting tax effects of particular programs under tax laws of all 
lations not only must dividends be declared, but they must ac- kinds; (4) supplies within one cover an aggregation of tax sav- 
tually be received by stockholders during the taxable period. ings precedents and suggestions covering every type of tax situa- 

Planning for Tax Economy, the new working tool for the busy _ tion, enabling the tax adviser, by means of the comprehensive in- 
Controller, is the only work which (1) contains complete ex- dex, to turn instantly to the key to the problem in hand. 


Planning for Tax Economy 


WILLIAM H. CROW, LL.B. and U. S. GREENE, C.P.A. 
Member New York Bar : of the States of New York, North Car- 
Author of Corporation Secretary’s Guide. olina and Indiana. Member, American 
Corporation Treasurer’s and Con- Institute of Accountants. Formerly 
troller’s Guide. Formal Cor- Auditor, United States Bureau of 
porate Practice. Internal Revenue. 

Planning for Tax Economy is the only work adequately discussing the conflicting tax effects consequent upon certain selective 
programs optional with corporations. It shows how sound tax savings plans under federal, state or local laws may involve greater 
tax consequences under other federal, state or local laws; how a legally permissible and proper procedure for tax economy under 
one type of tax law may be dangerously questionable evasion under a different type. 

In order to guarantee the continuing maximum usefulness of 
Planning for Tax Economy, the authors have pledged themselves 
to prepare the discussions, and we have pledged ourselves to pub- WALDREP-TILSON, Inc. 
lish, a supplement which will be furnished to subscribers to this og AVENUE 
work at a small price. This supplement will report the latest tax NEW YORK CITY ~ 
Savings methods developed after the issuance of complete rg cort _Without cost or obligation, you may forward a copy of PLAN- 
tions by the Treasury Department under the Revenue Act of 1936, NING FOR TAX ECONOMY by Crow and Greene. Cost, if we 
and will also include plans for tax economies necessitated by recent keep it, $7.50; otherwise we may return it within five days without 
changes made in federal and state tax laws or by court decisions. further obligation 

Name 


WALDREP-TILSON, Inc. Firm 


565 Fifth Avenue New York, N. Y. 
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MANAGEMENT'S CALL FOR DETAILED 
IS ANSWERED WITH PUNCHED CARD ACCOUNTING 


To meet today’s demand for accuracy and speed 
in obtaining current business facts and figures, 
executives are urged to investigate the advantages 
now offered by the punched card method of 


accounting. 


The basis of this modern accounting method is 
the tabulating card. Pertinent, day-by-day facts are 
registered in these cards in the form of punched 
holes. From this point on to the finished reports, 
the procedure is largely automatic. International 
Electric Bookkeeping and Accounting Machines 
“read” the data in the cards, add, subtract or 
multiply, and print the results in report form. 


INTERNATIONAL BUSINES 


GENERAL OFFICES: 


> MACHINE 


Nu 


The repeated use of a single group of these 
punched card records is one of the conspicuous 
advantages of the International Electric Book- 
keeping and Accounting Method. Individual 
postings are eliminated. Detailed, accurate re- 
ports are prepared with a speed which enables 
them to reflect current conditions. 


Let us tell you more concerning the economy and 
efficiency which this method offers. Let us show 
you why it is bringing closer administrative con- 
trol to hundreds of industries—large and small. 
Stop in at any of our branch offices for a demon- 
stration or write for full information today. 


S CORPORATION 


BRANCH OFFICES IN 








PRINCIPAL CITIES OF THE WORLD 





